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The Missing Volume 


No library in the world contains the one textbook that is most valuable in the 
planning and purchase of insurance protection for your business. 


The textbook is the volume of experience. Experience in helping to develop com- 
prehensive insurance programs for companies your size...in your field of business 
...with your special exposures. Experience in placing insurance for all segments 
of commerce and industry, here and abroad. 


We have a volume of experience that can never be published. It is available to 
you through a staff of account executives and specialists in our Marine, Fire, 
Casualty, International and Employee Benefit Plan Departments. For insurance 
to meet your company’s every need, count on J&H-—since 1845, the most ex- 
perienced insurance brokerage firm in the Western Hemisphere. 


JOHNSON & HIGGINS 


63 WALL STREET - NEW YORK S 


INSURANCE BROKERS—AVERAGE ADJUSTERS ¢ EMPLOYEE BENEFIT PLAN CONSULTANTS 





Chicago - San Francisco - Los Angeles - Detroit + Cleveland + Philadelphia - Pittsburgh - Buffalo - Seattle 


Wilmington - Minneapolis - Atlanta - Montreal - Toronto - Winnipeg - Vancouver - London - Buenos Aires 





Rio de Janeiro - Sao Paulo + Curitiba - Belo Horizonte - Campinas + Caracas - Maracaibo - Puerto La Cruz 














The [AS Life Scholarship Privilege 


One of many attractive features of 
the IAS home study training plan, the 
Life Scholarship Privilege, has made 
a substantial contribution to the suc- 
cess of thousands of IAS graduates. 
The _ ninety-assignment IAS Diploma 
Course includes fifty advanced elective 
assignments selected by the student— 
those which will be of the greatest im- 
mediate benefit. On graduation, each 
student becomes entitled to all addi- 
tional elective courses in the present 
TAS curriculum with full educational 


service and consultation privileges. 


The courses included in this Life 
Scholarship arrangement (with the 
number of comprehensive study assign- 
ments indicated) are: 

Basic Auditing (10) 

Public Auditing (20) 
Internal Auditing (20) 
Basic Cost Accounting (10) 
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Advanced Cost Accounting (20) 
Corporation Accounting (10) 
Management Control (20) 
Business Statistics (10) 
Corporation Finance (10) 
Economics (10) 

Office Management (20) 
Accounting Law (10) 

Federal Income Tax (10) 

CPA Coaching (20) 


With this broad curriculum at his 
command, each IAS student can study 
first those subjects needed immediately 
and can then broaden his knowledge of 
accounting and management through 
study of additional electives. 

There is no additional charge for the 
Life Scholarship Privilege. It is in- 
cluded in the reasonably low enroll- 
ment fee for the Diploma Course. 

The school’s 24-page Catalogue A 
is available free upon request. Address 
your card or letter to the Secretary, 
TAR. ss 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 


A CORRESPONDENCE SCHOOL SINCE 1903 
209 WEST JACKSON BOULEVARD « CHICAGO 6G, ILLINOIS 


IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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CRITICAL OF “A CRITICAL LOOK .. .” 


Editors, THE CONTROLLER: 


In the article in the June 1961 issue of 
THE CONTROLLER entitled “A Critical 
Look at Lease Financing,” I believe that 
the author, Donald R. Gant, is correct in 
his observation that “/Jease financing has 
experienced a tremendous growth during 
the postwar period, not only in terms of 
volume but also in the diversity of the ap- 
plications to which the technique of leas- 
ing has been adapted... .” 

I would also agree with him when he 
says, “Like... more conventional forms, 
leasing is a perfectly valid financing alter- 
native which has particular applications. 
The question of whether or not it should 
be used cannot be decided in the abstract; 
it must be determined for each particular 
situation in comparison with the various 
other financing alternatives which are 
available.”’ 

There are some other points in the ar- 
ticle, however, with which I do not con- 
cur. For example, Mr. Gant claims that 
leasing is another form of debt. Leasing, 
as is outlined below, differs from debt 
and is a form of junior obligation. 


DIFFERENCES FROM DEBT 

In its economic effect upon the lessee, 
leasing (like most other contract financ- 
ings) differs from debt in one or more of 
the following considerations: inherently, 
because of the inherent flexibility in con- 
tractual and lease relationships; legally, 
because of the legal difference in the 
lessee’s liability in event of his financial 
difficulty ; financially, because leasing may 
make an extra contribution to earnings as 
a result of special considerations; tax- 
wise, because under certain circumstances 
leasing may reduce the tax burden; op- 
erationally, because of economies in op- 
erations performed for the lessee by the 
lessor. 

The laws and court decisions of the 
Federal Government and every state re- 
lating to contract, taxes, real estate, bank- 
ruptcy, regulation of industry, and estate 
questions distinguish between leases and 
indebtedness. 


Bennett R. Keenan, assistant vice presi- 
dent of New England Merchants Na- 
tional Bank of Boston, in his paper “Fi- 
nancing a Leasing Corporation,” circulated 
by the bank, writes, “A Jease is not a 
debt. . . . A lease has, to be sure, certain 
elements also found in debt; ... it 
lacks, however, one feature of debt, at 
least, that to a creditor should explode 
any notion that a lease is debt. In the 
event of bankruptcy of the debtor, debt is 
normally recognized in full as a claim; in 
bankruptcy of a lessee, this is not the 
case.” 

Frederick R. H. Witherby, associate 
counsel for New England Mutual Life 
Insurance Company, in ‘Personal Prop- 
erty Lease Financing,” warns the Asso- 
ciation of Life Insurance Counsel, “Sznce 
uncertainties in the enforceability of 
rental obligations militate against their 
ranking on the same level, in the hier- 
archy of priorities, as direct promises to 
ay... life insurance companies... 
[should be| . . . alert to the risks inher- 
ent in the enforceability of their position 
as creditors... .” 

Ralph L. Gustin, Jr., second vice presi- 
dent and counsel of the John Hancock 
Mutual Life Insurance Company, in his 
paper ‘Financing by Contract and by 
Lease”’ stresses “the difference in the cred- 
itor position of the lender in [lease] fi- 
nancings from that of the lender in ordi- 
nary loan transactions. nip 

The liability under mortgage bond and 
debenture financing is fixed and predeter- 
mined. The obligation under lease is 
never fixed, but subject to contractual and 
statutory limitations which make the legal 
liability indeterminate and unpredictable. 
Because of these limitations, which have 
the effect of reducing the legal liability of 
the lessee in financial difficulty as to his 
future payments, many investors describe 
long-term “‘noncancelable” leases as “‘con- 
tingent’” obligations. The provable liabil- 
ity under lease is ordinarily a small frac- 
tion of that under debt for some of the 
following reasons: 

(Continued on page 416) 
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1. To esteblish, coordinate and admm. 
ister, as an integral part of management, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
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1. The terms of the lease (or any ex- 
ecutory contract) may enable the lessee to 
cancel with little or no penalty ; 

2. The trustee in bankruptcy or re-or- 
ganization may disafiirm an executory or 
lease contract; 

3. Because of the trustee’s power to 
disaffirm the lease, he may, and sometimes 
does, place pressure upon the lessor to 
alter the lease terms to conform to the 
trustee’s idea of what he considers “‘rea- 
sonable’”’ ; 

4. If the lease is disaffirmed, the lessor, 
to collect, must prove damages, with all 
the problems that proof of damages en- 
tails; 

5. The amount of provable damages 
has always been considered as governed 
by state law, and there are 50 states of 
law with which to contend; 

6. The court will be determining not 
only what is fair between contracting 
parties, but also what is fair between com- 
peting creditors ; 

7. Damages for breach of an 
pired lease of real estate are not allowed 
in an amount exceeding the rent reserved 
for one year in bankruptcy and three 
years in re-organization ; 

8. Courts of reputable standing have 
used real-property concepts as prec edents in 
cases involving personal-property leases; 

9. The Supreme Court of the United 
States and the courts of the several states 
have ignored any clause designed to give 
a lease the effect of a debt instrument 
which requires payment of damages in- 
compatible with the law. The courts have 
declared such payment as being ‘‘an un- 
enforceable penalty.” (Kothe, Trustee vs. 
R. C. Taylor Trust, 280 U.S. 224 (1930).) 

In Kuehner vs. Irving Trust Company, 
the United States Supreme Court upheld 
a provision of the bankruptcy law limit- 


unex- 





ing the claim of a lessor and affirmed the 
difference between leasing and debt when 
it stated that lessors “have lost merely a 
bargain for the use of real estate, whereas 
merchandise creditors, lenders and others, 
recover in specie none of the property or 
money which passed from them to the 
debtor.” 

Ralph L. Gustin, Jr., has written: “With 
respect to breach of leases of real estate, 
the measure of damages is well stated; 
the present value of the rent reserved less 
the present rental value of the remainder 
of the term.” [Emphasis supplied. ] 

In the inflationary era in which we 
have generally found ourselves, damages 
—the legal liability—under the above 
formula may well be nothing or they may 
be limited to the net profit of the lessor, 
but only for the term reserved under 
statutory limitations. 

Consequently, because of the legal dis- 
tinctions, it is highly uncertain that a de- 
fault in a lease obligation will produce 
the same financial and economic conse- 
quences as a default in indebtedness. It is 
entirely conceivable that the lessee may 
breach a lease requiring rentals of sizable 
amounts and the court may award as dam- 
ages the sum of $1.00. 

Mr. Gant states: “It is quite conceiv- 
ible that in re-organization, a lessor may 
enjoy the position that is actually senior 
to that of other creditors. If the leased 
assets are essential to the continuation of 
the business, the trustee may be forced to 
continue the rental payments while other 
obligations are in default.” 

This argument becomes transparent 
when one realizes that the only reason for 
affirmation is to strengthen the position 
of creditors and stockholders. Affirmation 
occurs only after it is determined that the 
business will continue for some time at 
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through the Knox Plan for 
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TOO MANY CLERKS 
SPOILING THE BROTH? 


total clerical payroll. Now compute 10% 
figure. Somewhere in between these figures will be the amount you can save 
{dministrative 


For every 100 clerical workers, your savings should range between $40,000 
and $120,000, with even the former figure equaling a 5% profit on $200,000 
sales! Incredible as these savings may seem to you, they are actual dollar 
savings that the Knox Company has achieved for the benefit of scores of 
companies. With special work measurement techniques developed exclusively 
for clerical situations, a Knox Plan can work for you as efficiently 
work measurement does for the works manager. Properly planned and im- 
plemented, this program not only reduces unnecessary personnel, but will 
a continuing effective and economical office 


Learn how these proven techniques can cut your expenses to the bone 
increase office output. Send for your free copy of Clerical Work Measurement. 


The Frank M. Knox Company, Inc. 
Management Consultants 


and 30% of that 


Cost Control. 


as factory 
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least and that comparable assets are yet 
available on terms as favorable. If it jg" 
deemed that continued use of the leased 7 
property will contribute to profitable Op- 
eration and to the interests of the cred. 
itors and stockholders, the lease will be 
affirmed. If ultimately the court deter. 
mines that the business should be liqui- 
dated, the lease will be disaffirmed. : 
The Supreme Court has stated: “, | | 
The question of whether a lease should ] 
be rejected—and, if not, on what terme’ 
it should be assumed—is one of business: 
judgment ...,” and the determinatiog™ 
must consider the “sacrifices which othep™ 
creditors are making.” (See: Grou 
Institutional Investors vs. Chicago, Mil. 
waukee and St. Paul Railroad Company, 
318 U.S. 523 S. Ct. 727, 742-743 (1943) 
The Court cited American Brake Shoe @ 
Foundry Co. vs. New York Rys. Co., 278 P 
F, 842 (S.B.M.Y. 1922) ). ; 








THE MATTER OF COST 

Mr. Gant claims that leasing is more 1 
costly than debt and compares a seven per | 
cent rate on leasing with a five per cent 
or six per cent rate on indebtedness. 

The true cost of debt has been obscured 
behind such generalities as ‘‘interest rates.” 
The net rate on debt is seldom if ever 
the effective cost, but often obscures debt’s 
true cost. Let us examine some of the 
costs of indebtedness. 

Short-term debt consists generally of | 
discounted notes having an effective rate¥ 
higher than the stated rate. Compensating 
balances of up to 15 per cent to 20 per’ 
cent are now a prerequisite to most short- 7 
term borrowings. These balances increase | 
the effective cost of indebtedness. 

The cost of term debt may be more 
realistically compared to the cost of leas- 
ing. Here are some cost factors applicable 
to short-term debt: 


1. In many instances term debt is un- 
available to the business at any cost; 

2. Ordinarily the longer the debt term, 
the greater the risk and the higher the 
rate; 

3. Additional 
cludes: 


cost of term debt in- 


a. Underwriting commissions, registra- 
tion and selling expenses. Seldom does it 
pay a borrower to issue debt securities in 
small amounts because of these costs. 
Many companies would seldom consider 
a debt issue of less than $10 million or 
$15 million dollars. On the other hand, 
financing in smaller amounts and as fe- 


(Continued on page 418) 
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2 Copyflo printers saving Pentagon *125,000 yearly 


Reproducing: highly classified data ¢ incoming correspondence to 3 large Navy bureaus © Army offi- 
cers’ efficiency reports ¢ engineering drawings and specifications * medical reports ¢ many others 


Two Copyflo 11 continuous printers are 
saving the Defense Printing Service in 
the Pentagon more than $125,000 yearly. 

This utility provides highly classified, 
extremely short-run printing and related 
services to the Navy, Army, Air Force, 
and office of the Secretary of Defense. 
Besides, it reproduces such routine items 
as incoming correspondence, efficiency 
and medical reports, engineering draw- 
ings and specification sheets, parts lists, 
and many others. Average daily produc- 
tion amounts to nearly three million 
pages of printing. 

A Copyflo 11 continuous printer auto- 
matically turns out—at the rate of 20 
linear feet a minute—dry, positive prints 
or offset paper masters, ready for im- 
mediate use. The machine operates on 


the principles of xerography—clean, fast, 
dry—copying anything written, printed. 
typed, or drawn. 

Copyflo printers reproduce from origi- 
nal documents or from microfilm. They 
enlarge, reduce, or copy size to size, and 
use ordinary paper. 

You don’t need the Pentagon’s volume 
to justify a Copyflo printer. Why not find 
out how much you can expect it to save 
you in time, space, materials, and mon- 
ey? Let our trained procedures man 
make a free analysis of your paperwork- 
duplicating needs. No obligation, of 
course. Write XEROX CORPORATION (for- 
merly Haloid Xerox Inc.), 61-129X Ha- 
loid St., Rochester 3, N.Y. Branch offices 
in principal U. S. and Canadian cities. 
Overseas: Rank-Xerox Ltd., London. 





push the button 
and copies flow! 
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quired may more economically be con- 
summated under individual leasing trans- 
actions.* 

b. Continuing legal fees for modifica- 
tions as required in loan agreements, and 
continuing trustee fees which may run 


* The SEC in its publication, Cost of Flo- 
tation of Corporate Securities, presents its sur- 
vey of the costs and expenses of issuing debt 
securities. Approximately 70 per cent of total 
debt issues during 1951, 1953 and 1955 were 
analyzed. Costs included compensation paid 
underwriters; lawyers’, accountants’, and engi- 
neering fees; printing and engraving expenses; 
and federal and state fees. The survey states: 
“Costs not pertinent to the initial flotation, 
such as advertising charges for redemption no- 
tices, or trustees’ charges for continuing serv- 
ices’ were not covered. 

Total costs of issuance of a typical bond is- 
sue ($12.5 million) of a manufacturing con- 
cern were approximately $341,000 of which 
$250,000 was underwriting compensation and 
$91,000 was “other expenses.” The costs of 
issuing debt securities by manufacturing con- 
cerns, expressed as a percentage of gross pro- 
ceeds of the issue, were as follows: 


Size of Issue 


($ Millions) % of Proceeds 

1.0- 1.9 9.03 
2.0- 4.9 6.16 
5.0- 9.9 3.47 
10.0-19.9 2.34 
20.0-49.9 1.71 
50.0 and over 1.30 
2.67 


Median percentage 


If the costs had been computed as a percent- 
age of the average balance (resulting from 
sinking funds, amortization, etc.) the percent- 
ages would have been substantially greater, con- 
ceivably double. Furthermore, under a lease 
program such costs are generally spread over 
the life of the financing rather than paid in full 
at time of flotation. If the costs aggregated the 
same under either a lease or debt financing, the 
present-value percentage of the leasing costs 
would be lower than the percentage of the debt 
costs. 


one-quarter of one per cent per annum. 

c. Idle cash during the early period of 
a debt term, before all funds are invested, 
and during the later period, to accumulate 
funds for debt repayment. Such cash may 
be reinvested in Treasury bills or com- 
mercial paper on a temporary basis, but 
there often is a considerable difference in 
the yield received from short-term paper 
and the rate paid on term debt. In a lease 
program every dollar is working every 
minute because ordinarily the payment of 
rent parallels the term of the property's 
use and productivity. 

4. Private placements of term debt 
may eliminate costs of underwriting, reg- 
istration, and sale, but the rate is gener- 
ally higher. Legal fees will be required; 
commissions or placement fees may be 
charged. Stand-by and commitment fees 
are sometimes involved. Restrictive cove- 
nants as to the acquisition of additional 
senior debt in the future may cause the 
cost of additional future debt, considering 
all circumstances, to be unusually high. 

5. The cost of debt which is probably 
the least recognized is the requirement for 
a sufficient equity base. As business grows 
and seeks more senior financings, the 
greater will be the requirements for an 
increased common equity base or its 
equivalent cushion. 

Junior financings help to extend the 
common equity base for senior financings. 
These junior financings—like leasing, 
contract financing, subordinated debt, and 
preferred stock—also require a common 
equity base but not to the same extent as 
senior debt. 

The cost of common equity is generally 
considered its return. Because of the tax 
requirements upon earnings and the ex- 
pected growth in future earnings, com- 








Engler Hour Meters reduce total 
operating or rental cost of tabu- 
lating equipment and business 
machines by registering hours of 
actual machine usage. Effectively 
put records on an accurate basis 
and substantially reduce second 
shift payments. Many users have 
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Engler Hour Meters are easily in- 
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bulletin. 
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mon stock or equity-type financings, like 
convertibles, are considered the highest. 
cost form of capital. 

We have made considerable studies of 
the pre-tax cost of or return upon equity 
for both utilities and industrials. For utij. 
ities these have run in the general areas 
of 17 per cent for Public Service Electric 
and Gas Company; 20 per cent for New 
England Electric System; 30 per cent for 
Florida Power Corporation; 31 per cent 
for Texas Utilities. 

For industrials the cost of common 
equity has run in the following areas: 
Armco Steel Corporation, 28 per cent: 
Food Machinery and Chemical Corpora- 
tion, 20 per cent; and Bristol-Myers Com. 
pany, 31 per cent. 

Every restriction in an indenture of a 
loan agreement is a payment for or 4 cost 
of debt. Every covenant as to requirement 
of the common equity base, every dollar 
of common equity and the return thereon, 
is in some degree a factor in the cost of 
debt. It is inconceivable that the cost of 
debt or any other kind of fixed-income 
financing rests on the rate alone. Debt is 
“not an island unto itself.” Junior or in- 
termediate financings also require common 
equity, but not to the same extent as sen- 
ior debt. These “‘layer’’ financings help to 
extend the equity base. (For two excel- 
lent works on the subject of the costs of 
equity and debt financing read Corporate 
Financial Policies—Effects of Taxation 
by Dan Throop Smith, Professor, Gradu- 
ate School of Business Administration, 
Harvard University, and Measuring a 
Company's Cost of Capital by Ezra Solo- 
mon, Professor of Finance, University of 
Chicago. ) 

6. Leasing may sometimes produce a 
total effective cost lower than that of 
senior debt because of tax, regulatory, 
legal, and financial considerations. As an 
example, the Department of Defense 
specifically eliminates interest as a com- 
ponent of expense in pricing equipment 
produced by manufacturers of military 
hardware. On the other hand, under 
Armed Services Procurement Regulations 
15-205.34(a) “Rental costs of land, 
building and equipment and other per- 


| sonal property are allowable 7f the rates 


are reasonable. . . 

Tax economies unavailable under a 
debt transaction may sometimes be pro- 
duced for the lessee through a lease ar- 
rangement. Some may be relatively per- 
manent, others transitory. In general, the 
possible tax benefits of leasing outlined 
below may be available. 

a. Rent of land is tax-deductible, but 
under ownership land is nondepreciable. 

b. The rental deduction may include 
that portion of the cost of the asset at 
tributable to salvage, whereas under own- 
ership salvage is not tax-deductible. 

c. Leased equipment generally has 4 
shorter economic life than owned equip: 

(Continued on page 420) 
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ment, and agents of the Internal Revenue 
Service have generally given recognition 
to this fact. 

d. Under present law, if assets have 
been sold at a capital gain in a lease-back 
transaction, expensing the rent at ordi- 
nary income-tax rates over the lease term 
will reduce the total tax burden. 

e. Where capital assets have been sold 
at a loss in a lease-back, such loss may be 
used to offset tax requirements in other 
areas. 


All these factors have made their mark 
upon and have obscured the total cost of 
debt. If all economic factors are surveyed 
—and not merely debt’s quoted rate— 
lease financing under certain circum- 
stances may be a more prudent technique 
in an individual instance and may have 
a total economic cost lower than that of 
senior debt. 


DIFFERENCES 
FROM EQUIPMENT TRUSTS 


Mr. Gant finds indications that an 
equipment trust has the same priority as 
a lease in the fact that “railroads have 
been able to sell equipment-trust certifi- 
cates, which are based upon leases, at at- 
tractive rates during periods when there 
was virtually no interest in general mort- 
gage bonds of the same line.” 

An equipment trust differs from the 
ordinary lease in two significant ways. 
Firstly, in an equipment trust, the lessee 
makes a direct guarantee to the investor. 
Secondly, under Section 77 (j) of the 
Bankruptcy Act special privileges are af- 
forded to this type of security. 

Mr. Gant claims that “statutory limita- 
tions apply only to leases for real prop- 
erty, not to chattel leases.” Technically 
this is true; practically, it may often not 
be so. 


In a paper, “Personal Property Lease 
Financing,” presented by Frederick R. H. 
Witherby, associate counsel of New Eng- 
land Mutual Life Insurance Company, be- 
fore the Association of Life Insurance 
Counsel on May 9, 1961, Mr. Witherby 
states: 

“The provisions of a typical personal- 
property lease are to some extent parallel 
to those of a net lease of real estate, con- 
cerning which much has been written. 
The law of landlord and tenant is based 
upon real-property concepts which have 
their origins in the English law of the 
16th century, and leases of land and 
buildings are still concerned with doc- 
trines of privity of estate, of covenants 
which ‘touch and concern’ the land, and 
of evictions, constructive and otherwise. 
It almost belies the imagination to apply 
these concepts to a lease of trucks or ma- 
chinery, yet they have been used by courts 
of respectable standing as precedents in 
cases involving personal property leases.”* 

Mr. Gant states: “Another indication 
of the similarity between lease financing 
and direct borrowing can be seen in the 


* “The Lamson Consolidated Store Service 
Company was involved in litigation on at least 
eight different occasions; three cases held that 
its rights as lessor of the cash-carrier system it 
manufactured were to be decided on the basis 
of real-estate concepts. Lamson, etc., vs. Bow- 
land, supra note 4; In re Quaker Drug Co., 
204 F. 689 (D.C.W.D.N.D. 1913); In re 
Miller Bros. Grocery Co., 219 F. 851 (6th Cir. 
1915), reversing 208 F. 573 (D.C.N.D. Ohio 
1913) while others used different analogies. 
(In re Merwin and Willoughby Co., 206 F. 
116 (D.C.N.D.N.Y. 1913) (conditional sale) ; 
after language changed to “owner” and “user”: 


Lamson C. vs. Elliott-Taylor-W oolfenden Co., 
25F 2d 4 (2d Cir. 1928) (real-estate rules spe- 
cifically rejected); Matter Gelino’s, Inc., 43F 
2d 832 (D.C.E.D., Ill. 1930), appeal from 
motion denying rehearing dismissed, 51 F. 2d 
875 (7th Cire. 1931), cert. den. 284 U.S. 659, 
$2 S.Ct. 36: (1931).” 
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general pattern of the lease transactions, 
The principal sources of funds are insu. 
ance companies, banks, pension funds, 
and other institutional investors.” 

These same institutional investors are 
sizable purchasers of common and pre- 
ferred equities. 

Mr. Gant quotes an article, “The i. 
nancial Community Looks at Leasing,” 
written by Richard F. Vancil and Robert 
Anthony for the Harvard Business Re. 
view. This dual-survey article definitely 
indicated that its second survey of in. 
vestors and financial officers contradicted 
in many ways its first survey. I quote be. 
low excerpts from the final paragraphs: 

“By far the most common restriction js 
one which establishes a fixed dollar or 
percentage limitation on annual lease pay- 
ments. 

“This . . . restriction, while serving 
to control the amount of lease financing, 
suggests that the lender considers a cer- 
tain amount of such financing permissible 
in addition to the stated limits on long. 
term debt. 

“90 per cent of the respondents to the 
analysts’ survey and 65 per cent of the 
respondents to the corporate surveys state 
that the use of long-term, noncancelable 
leases makes it possible for a company to 
obtain a greater amount of credit than 
would be possible if debt financing were 
used. This may mean that they do not 
regard—or do not believe others regard— 
leasing as being exactly comparable to 
debt financing.” 

We inquired of three security rating 
services their attitude toward motor- 
vehicle leasing. 

Standard and Poor’s Corporation wrote: 
“We would be inclined to agree that 
vehicle leasing would not ordinarily be a 
significant factor.” 

Fitch Investor Services wrote: “. . . II 
is not our practice to regard this as an 
adverse factor where the amounts im 
volved are not material to the assets of a 
utility or a sizable industrial concern. We 
might even regard such an arrangement 
as a favorable factor in the light of the 
advantages and freeing of capital for 
other purposes...” 

Moody’s Investors Service stated: ". . . 
One analyst who has had close acquaint- 
ance with vehicle-leasing programs was of 
the opinion that some such programs were 
indicative of astute management. We go 
along with this observation, particularly 
from the point of view of equity owners, 
since we know of one situation where 4 
company effected substantial savings pé 
common share by changing over from 
ownership of its fleet to a program 0 
vehicle leasing.” 


THE FORM OF ACCOUNTING 


As to the accounting for long-term 
leases, no responsible individual suggest 
anything less than full disclosure. The 

(Continued on page 422) 
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skeptical about 
computer claims ? 


P| oe There’s one best way to separate 
im © oe fact from fiction... double check 
a the RCA 601 against EDP systems 
costing far more. 


Quite naturally we’re a little partial to the RCA 601. We know 
what went into creating it, and we know what it will do. But, 
frankly, we'd rather that you didn’t take our word for it. Instead, 
we’d much prefer to have you put it to the most rigid comparison 
you can conceive . . . for the biggest business or scientific 
operations. Compare it for everything you might ever want in 
an ultra-high speed computer .. . and let the RCA 601 speak 
for itself. Here are a few of the facts you'll discover... 






















Multiple Processing . . . Through its “‘overlap’”’ capability 
(often called simultaneity), the RCA 601 can time-share 
process any number of independently written programs, 
the only limit being the memory capability and the periph- 
eral equipment you employ. Even more important 
is the efficiency with which these programs can be 

processed, and the 601’s built-in protection against 
program destruction. 


Simultaneity Control . . . The 601 automatically controls 
optimum time sharing of the input/output devices required for 
a particular program, with those of other programs running con- 
currently. Total computer running time is reduced and periph- 
eral equipment may be used to fullest capacity, at top speed. 


Operating Speed . . . The 1.5 microsecond memory cycle of 
the RCA 601 is the fastest available in any general purpose 
computer. Tape speeds run up to 120,000 characters per 
second, 180,000 digits per second, in self-checking operation. 
Variable Data Organization (down to individual bit groups) adds 
additional speed and capacity. 


For Even More Speed .. . Power is greatly increased, without 
reprogramming, through conversion to the RCA 604 Computer 
which provides floating point arithmetic, both binary and deci- 
mal, single and double precision, faster staticizing times, and 
faster address-modification times. 


See for yourself! You'll find that the RCA 601, with its many 
options, is in every way a super computer that will breeze 
through the most massive or complex engineering or scientific 
computations. And while you’re checking, why not talk to RCA 
EDP users? You'll find them in virtually every branch of busi- 
ness and government. For information write: RCA Electronic 
Data Processing Division, Camden 8, New Jersey. 


The Most Trusted Name in Electronics 
RADIO CORPORATION OF AMERICA 
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form rather than the substance of dis- 
closure is the only subject under con- 
troversy. 

We believe in the fullest kind of dis- 
closure of long-term leases and other con- 
tinuing commitments and have offered to 
the American Institute of Certified Public 
Accountants our suggestions for more in- 
formation in footnotes, a very detailed 
Schedule of Material Contractual Com- 
mitments, and a suggestion for a separate 
classification in the income statement. 

These forms of disclosure seem to fit 
the needs of financial analysts who seek 
the unadorned facts so that they may 
compute their own ratios and, if they de- 
sire, effect their own recasting of the 
balance sheet. 

Instead of full disclosure of the facts, 


some accountants suggest their own ap- 
praisal of the facts by evaluating the 
future rental payment under long-term 
leases by capitalization on the balance 
sheet at some arbitrary rate. 

Those accountants who seek to capital- 
ize long-term leases seek a departure 
which strikes at the very foundation of 
accounting, a foundation based on the 
fundamental concept of cost. Once this 
concept is breached, there are no reaches 
of the wild blue yonder into which ac- 
counting improprieties may not fly off— 
to the disadvantage of all segments of 
the public. In periods of inflation, the 
concept of cost has been questioned. It 
has, however, been one constant in ac- 
counting. 

Another has been the recording of debt 
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in the balance sheet as the legal liability, 
Any figure placed on the liabilities side 
of the balance sheet for long-term cop. 
tracts would not, within one chance in q 
thousand, be the amount of legal liability, 
In addition, a number of problems de. 
scribed by one accountant as “devastating” 
would affect industry, the consumer, and 
the investor. 

The problems which capitalization 
would precipitate have so appalled mem. 
bers of the electric-utility in ustry that at 
a meeting of the Board of Directors of 
the Edison Electric Institute, Donald C 
Cook, executive vice president of Ameri- 
can Electric Power Service Corporation, 
stated: “These proposals [for capitaliza- 
tion] are fraught with grave dangers for 
both the customers of and the investors in 
public-utility companies... .” 

The first vice president-investments of 
a large insurance company in New Eng. 
land wrote: “The capitalization of leases 
logically would dictate the inclusion of 
the current portion of them in current 
assets and current liabilities. . . . Would 
we not compound a serious problem for 
many corporations which in their loan 
agreements may have a provision requir- 
ing the maintenance of a certain relation. 
ship between current assets and current 
liabilities? The corporation in question 


| may become a technical violator of the 


loan agreement.” 

In many states, because of the actual 
wording of the statute or because of ad- 
ministrative interpretation, the leased as- 


| sets so capitalized would be subject to 


ad valorem, corporate franchise, or other 
taxes. 

S. Ralph Jacobs, partner in Peat, Mar- 
wick, Mitchell and Co., claims in his 
paper, “Lease vs. Purchase of Assets: 
Options to Renew,” presented before the 
Eleventh Annual Virginia Conference on 
Federal Taxation at the University of 
Virginia Law School: “. . . The account- 
ing treatment of an asset may have a di- 


| rect bearing on state taxes. Property which 
| 4 taxpayer purports to own may be in- 
| cluded in the tax base of a franchise or 
| excise tax, whereas leased property not 


| appearing as an asset in the accounts may 


be excluded.” 
Strong opposition by a majority of 


| major banks and insurance companies 


exists to the capitalization of long-term 


| contractual commitments whether they 


be leases, purchase agreements or subcon- 


| tracting arrangements. 


The National Federation of Financial 
Analysts, through the chairman of its 


Relations Committee, has made known 
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to the SEC that it seeks more information 
regarding long-term contractual commit- 
ments but is “opposed to balance-sheet 
adjustments.” 

The president of one of the largest 
banks in the South wrote: “. . . The in- 
yestor and the lender in analyzing a fi- 
nancial statement want facts, not con- 
clusions of the accountant.” 

Graham and Dodd in their text, Se- 
curity Analysis, observe that the primary 
criterion for sound fixed-income financing 
is “not the balance sheet, but the income 
account over a number of years past and 
a businesslike appraisal of the future.” 

A senior officer of one of the largest 
banks in Michigan wrote: “The thing 
that disturbs me about that [capitalization| 
is the bringing into the financial state- 
ments of . . . artificial assets or liabil- 
ities which cause distortion and make 
analysis quite difficult.” 

The vice president of one of the largest 
banks in the Southeast wrote: “The in- 
clusion of these amounts in the balance 
sheet could present considerable difficul- 
ties from the viewpoint of uniformity of 
approach and they may tend to distort 
the financial picture from the viewpoint 
of review by many of the relatively less 
informed lenders and investors.” 

An officer of one of the largest New 
York City banks wrote: “. . . It is clear, 
at least in my mind, that leasing and debt 
are two different things. Anything which 
is done to make these types of financing 
appear one and the same is misleading 
and this applies to accounting treatment, 
legal treatment, etc.” 

A first vice president of a sizable life 
insurance company wrote: “. . . Leasing 
should not be capitalized and adequate 
notes to a balance sheet would provide all 
the information that an institutional in- 
vestor might reasonably want.” 

A senior officer of one of the country’s 
largest banks wrote: “This whole ap- 
proach |capitalization] leads to a situation 
where every balance sheet would contain 
assets and liabilities that were either arbi- 
trarily assigned by formula without con- 
sideration of the individual facts of the 
case or else were dependent entirely upon 
the subjective evaluation of the individual 
auditor. The standard wording of the 
auditor's certificate could become a mock- 

oe 


ery. . 


ACCEPTANCE OF LEASING 


In accepting lease and other indirect 
forms of financing, officers and directors 
have considered the interests of their 
shareholders, the effect of equity dilution, 
the rising demand for and costs of capi- 
tal, and the impact of rising capital costs 
upon their competitive positions and 
upon the prices at which they may offer 
their goods and services to the public. 
They accepted these ingenious types of 
financing for the competitive purpose of 
teducing capital costs. 
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These contractual and lease financings 
all have certain common elements: all 
are executory contracts; all have tax-de- 
ductible implications; few ordinarily re- 
quire an increase in the equity base; none 
has the legal impact of senior debt in 
event of financial difficulties; all occupy, 
in effect, a priority junior to that of senior 
debt. 

Finally, there are strong disagreements 
with some of Mr. Gant’s views by many 
other firms of investment bankers. 

Whereas some firms of investment 
bankers have suggested to their clients 
that they seek their capital requirements 
through the offering of securities, other 
investment bankers have been eminently 
successful in proving to the same com- 
panies that in specific instances lease fi- 
nancing may be more prudent, more eco- 








nomical, and more in the interest of the 
shareholder than security financings. 

Literally billions of dollars of lease 
financings have been undertaken by some 
of the largest and soundest corporations 
in the United States—at ‘the expense of 
securities underwritings. In this acceptance 
of leasing some of the top corporate cli- 
ents have moved from one firm of under- 
writers to another. 

This competitive battle among under- 
writers to retain or attract clients among 
the country’s largest corporations should 
be considered in making any appraisal of 
Mr. Gant'’s position. 


ALVIN ZISES 

President 

Bankers Leasing Corporation 
Boston, Massachusetts 
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Do 

Foreign 
Operations 
Have a 
Future? 





e President Kennedy has recently made certain recom- 
mendations to Congress for tightening up the income-tax 
treatment of foreign-source income earned by American 
business outside the United States. His proposals would 
have a far-reaching effect on the long-established income- 
tax treatment of foreign income earned by foreign subsid- 
iaries of American business. © Under existing law foreign 
earnings ave taxed currently in the country where foreign 
subsidiaries operate or are incorporated, but the U.S. Gov- 
ernment does not collect its income tax on such foreign 
earnings until they are distributed as dividends to the par- 
ent companies back home. Thus, earnings which are re- 
tained in foreign subsidiaries are not subject currently to 
United States income taxation. This is the “tax deferral” 
now under attack by the Administration. ¢ President Ken- 
nedy has proposed that the United States should currently 
tax earnings retained by foreign subsidiaries in “econom- 
ically advanced” foreign countries, while profits earned and 
re-invested in underdeveloped or “developing” countries 
should continue to receive the so-called “privilege of tax 
deferral.” In addition, the Administration proposes that the 
United States income tax on dividends from all foreign 
subsidiaries be increased by a new procedure called “‘gross- 
ing up” of the dividends. ¢ The motive behind the pro- 
posals is not only to increase United States tax revenues, 
but also to discourage American investment in the so-called 
advanced countries while continuing the inducement for 
investment in developing countries. 





THE KENNEDY PROPOSALS are a reversal] 
of policy which has long been in effec 
and represent a completely new concept 
in the public policy of the United States, 
This country benefited for many years 
from foreign investment coming in to 
participate in its economic development, 
Then, as the United States became a capi- 
tal-generating and capital-exporting coun. 
try, American investments abroad have 
helped other countries to build up their 
own production, trade, and economic 
growth. Finally, this country has profited 
in recent years from the resultant ex. 
pansion of markets for American-made 
products and the flow of income back to 
the United States. 

In light of the government foreign-aid 
program, there would seem to be a special 
reason for any administration not to 
shackle the investment of American pri- 
vate capital abroad. The encouragement 
of American capital to go abroad and ex- 
pand would tend to lighten the burden on 
American taxpayers supporting the tre- 
mendous government foreign-aid program. 

Furthermore, foreign investment  re- 
turns to this country a flow of income 
which improves the balance of payments 
and brings in future additional income- 
tax revenues. 

The Administration has advanced in 
favor of its proposals the arguments that 
they would reduce private-capital outflows 
and increase remittances to this country, 
all of which would help to cut down the 
balance-of-payments deficit. The Admin- 
istration also advances the theory that the 
proposals would make the United States 
tax system more equitable. 

These arguments are debatable, and 
they should certainly be made subjects 
for debate. Great consideration ought to 
be given to the influence of the Admin- 
istration’s proposals on trade, production, 
economic growth, and capital formation 
throughout the free world. 


TAX DEFERRAL AND TAX HAVENS 


In commenting on tax deferral, the 
Administration observed that the lower 
the rate of foreign income tax, the more 
significant the benefit of tax deferral. A 
table which it presented showed rates in 
various European industrialized countries 
ranging from 28.5 per cent in Belgium 
and 31 per cent in Italy to 51 per cent in 
Germany and 53.5 per cent in the United 
Kingdom. 

It pointed out that tax rates in the 
latter countries, which are among the 
more important competitors of the United 
States, are substantially the same as the 
United States rate. Consequently, addi- 
tional United States tax on income earned 
in these high-tax countries would have 
only slight effect upon United States pat- 
ent companies under the new proposals. 
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In the case of countries with tax rates 
lower than those in the United States, 
however, American business currently has 
the opportunity of deferring the time of 
paying United States taxes on foreign 
earnings. Assuming an operation in Bel- 
gium and a Belgian tax rate of 28.5 per 
cent, American business may legally defer 
under existing law the time of paying 
United States taxes equal roughly to the 
23.5 per cent which would bring the total 
foreign and United States tax rate to 52 
per cent. : : 

Moreover, the Administration stated, 
other ‘‘arrangements” besides deferral 
have been utilized by American business 
in conducting its foreign operations. 
These other arrangements tend to reduce, 
perhaps substantially, the rate of foreign 
taxes levied on earnings of foreign opera- 
tions. 

For example, the German subsidiary of 
an American parent may be subject to the 
German tax rate of 51 per cent on un- 
distributed profits. Simply from United 
States tax deferral, the German business 
would benefit only to the extent of one per 
cent; and the United States Treasury 
would gain no more than that same one per 
cent under the Administration’s proposed 
prohibition of tax deferral. 

But the Administration has looked be- 
yond tax deferral to the many Swiss sub- 
sidiaries owned by American business. It 
has seen as their purpose the diversion of 
the profits of foreign affiliates such as the 
hypothetical German subsidiary, with the 
result that a lower combined German and 
Swiss tax is levied on such foreign earn- 
ings. 

The Administration has pointed out 
that American business gives foreign tax- 
haven companies the right to license for- 
eign patents and the foreign distribution 
tights of products regardless of where 
manufactured. These foreign tax-haven 
companies also supply all kinds of tech- 
nicians to affiliated and unaffiliated com- 
panies in various foreign countries for a 
fee. Usually the income taxes of tax- 
haven countries are low or they are not 
oobi to foreign-source income. The 
effect of such a foreign corporate structure 
is a reduced combined foreign-tax rate on 
the foreign-source income of such foreign 
subsidiaries. 

In Switzerland the federal tax rate 
scales from three per cent to a maximum of 
eight per cent. Swiss cantonal taxes are gen- 
erally higher than Swiss federal taxes but, 
even so, they range no higher than 32 per 
cent. Moreover, the Swiss cantons are 
amenable to negotiation of tax rates 
downwards, especially for foreign-owned 
companies and with respect to income 
from non-Swiss sources. 

Returning to the example of the Ger- 
man subsidiary, if it has $100 of net tax- 
able income, of which $50 is allocable to 


) 








the Swiss sales company, then $50 would 
be subject to the 51 per cent maximum 
German tax rate and the other $50 might 
be subject only to the Swiss federal tax 
of eight per cent (at least one Swiss canton 
levies no income tax at all). Thus, the 
combined rate of tax would be only 29.5 
per cent. 

The Administration went on to state 
that American business attributes too 
much of the total share of profits to tax- 
haven subsidiaries handling international 
trading, licensing, and servicing, and it 
claimed that it is extremely difficult, if 
not impossible, for the Internal Revenue 
Service to police these subsidiaries ef- 
fectively. 

Yet current regulations give the Com- 
missioner full authority to reallocate both 
income and expenses between related 
companies. And, judging by the number 
of cases in, or heading for, the Tax Court 
and the other courts which are involved 
with foreign-source income, the Service 
appears to be doing a diligent police job 
in that direction. 


PROPOSED METHOD OF TAXATION 


The Administration’s proposal would 
have American shareholders in a “con- 
trolled foreign corporation” include each 
year in their gross-income figure that por- 
tion of the current undistributed earnings 
of the controlled foreign corporation 
which would have been included in gross 
income had the controlled foreign cor- 
poration distributed its total profits for 
the year. Cited as precedent for this 
“deemed to be distributed” tax treatment 
are the provisions of existing law con- 
cerning taxation of United States share- 
holders of foreign personal-holding com- 
panies. 

The Administration believes that this 
method of taxation would prevent any 
possible conflicts with treaty obligations 
of the United States, which, it recognized, 
might occur if United States taxation were 
to be imposed directly on the income of 
foreign corporations. By taxing foreign 
corporations’ earnings as though they 
were taxable dividends, the Administra- 
tion is attempting to avoid the possible 
charge that it is taxing the profits of for- 
eign shareholders. 

With respect to foreign tax credits, the 
proposal contemplates that credits would 
be allowed just as though the controlled 
foreign corporation had in fact distributed 
its earnings. That is, a foreign-tax credit 
would be allowed against the United 
States tax bill for foreign taxes imposed 
on the profits out of which the distribu- 
tion is deemed to have been made. 

When the controlled foreign corpora- 
tion subsequently makes distribution of 
profits which have previously been taxed 
to the American shareholder, the dividend 








would be included in the taxpayer's gross 
income and credits would be allowed for 
the United States tax previously paid. 
Likewise, any additional foreign taxes 
which might be imposed on the dividend 
in the year of actual distribution, such as 
a withholding tax on dividends, would 
be accorded a credit. 

In cases where shares of stock in a 
controlled foreign corporation are sold 
at a gain because of the corporation’s re- 
tained earnings, on which the shareholder 
has already been taxed, in order to pre- 
vent doubling of the tax burden the el 
of the shares of stock would be increased 
by the amount of the dividend deemed 
to have been distributed at the end of 
each year. Likewise, a reduction in the 
base value of the shares of stock would be 
made when the profits are actually dis- 
tributed to the shareholders. 

The proposed elimination of tax defer- 
ral would be applicable to profits earned 
through a “controlled foreign corpora- 
tion.”” Such a corporation would be de- 
fined as one organized under the laws of 
a foreign country in which more than 
50 per cent of the stock is owned by ten 
or fewer American shareholders. In such 
cases, all the American shareholders, 
whether individuals or corporations, would 
be subject to United States tax on their 
pro-rata share of the earnings of the 
controlled foreign corporation. 
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¢ DWIGHT HIGHTOWER, attorney 
and senior partner of Baker, McKenzie & 
Hightower of Chicago, Ill., specializes in 
the field of foreign business law. Prior to 
World War Il, he was a vice consul in 
the Foreign Service of the Department 
of State and stationed at the American 
Embassy in Bogota, Colombia. Today his 
many civic activities include that of 
serving as consul general of Costa Rica 
in Chicago and he is also the vice dean 
of the Consular Corps of Chicago. He is 
a member of numerous international trade 
organizations and various bar associa- 
tions. He has authored numerous publica- 
tions on taxes and problems of doing 
business outside of the United States. 
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For foreign corporations organized after 
the effective date of the proposed law,} 
the share of any American shareholder 
owning 10 per cent or more of the stock 
would be taxable regardless of whether 
the control test applied or not. 


DEVELOPED AND 
“DEVELOPING” COUNTRIES 


The Administration has taken the posi- 
tion that the postwar reconstruction of 
Europe and Japan is complete. It there- 


fore concludes that there is no longer any 
reason based on foreign policy to allow 
tax incentives for investment in these 
economically advanced countries. The Ad- 
ministration wants to emphasize invest- 
ment at home and claims that elimination 
of the tax-deferral “privilege” would 
ease the United States balance-of-payments 
deficit. The Administration characterizes 
such tax deferral as an “artificial en- 
couragement’’ to investment in the de- 
veloped foreign countries. 

The Administration’s proposal would 
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deny tax deferral to corporations organ. 
ized in the following countries of the free 
world: 


Australia Liechtenstein 
Austria Luxembourg 
Bahamas Monaco 
Belgium Netherlands 
Bermuda Netherlands Antilles 
Canada New Zealand 
Denmark Norway 
France Portugal 
Germany San Marino 

(Fed. Rep.) Spain 
Hong Kong Sweden 
Iceland Switzerland 
Ireland United Kingdom 
Italy Union of South Africa 
Japan Yugoslavia 


The Administration’s desire to subject 
income from business activities in the de- 
veloped countries to essentially the same 
rate of income taxation as business ac- 
tivities in the United States fails to rec- 
ognize that the product of American busi- 
ness based solely in the United States is 
becoming less and less competitive with 
foreign-produced goods because of the 
higher cost of domestic raw materials and 
labor and because of income taxes. 

American business will carry on in the 
developed countries, but it may well be 
less competitive because of the proposed 
additional tax burden. In spite of Ameri- 
can resourcefulness, inventiveness, mar- 
keting ability, technical know-how, and 
business-organizational ability, American 
business may have greater difficulty in 
maintaining a competitive position in 
world markets. 

The proposed ‘deemed distributed” 
tax treatment would not be applicable to 
corporations organized in less developed 
countries, provided that they were not 
characterized as tax-haven corporations. 
The proposal contemplates an Executive 
Order to be issued by the President list- 
ing the less developed countries which 
would qualify for this exemption. 

In other words, the Administration 
would continue tax deferral with respect 
to income of foreign subsidiaries in the 
“developing” countries. It feels that the 
free world has an impelling obligation 
to aid in the development of their econ- 
omies and that American private invest- 
ment has a vital contribution to make 
towards this end. 

The continuation of income-tax defer- 
ral in these countries should contribute 
substantially to the growth of their eco- 
nomic activity. On the other hand, 
whether, as the Administration believes, 
the proposed elimination of tax deferral 
in industrialized countries would increase 
the attractiveness of the relatively less de- 
veloped countries for American business 
is subject to question. 





1 The separate rule for new corporations 1s 
based on the assumption that minority share- 
holders in new corporations can protect their 
rights through appropriate provisions in the ar- 
ticles of incorporation. 
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SPECIAL RULES 
FOR SOURCE OF INCOME 


The Administration proposes the adop- 
tion of special rules of source of income 
to limit opportunities for tax reduction 
or avoidance through the use of tax 
havens. These special rules would be used 
to determine whether or not a foreign 
corporation is to be considered a tax-haven 
corporation. 

Under the proposed special rules, the 
following types of income would be re- 
garded as derived from sources outside 
the country of incorporation, regardless 
of where existing rules might place the 
source of income: 


1. Profits derived from the sale of per- 
sonal property, other than that produced 
by the corporation, to the extent that such 
goods are sold for consumption outside 
the country ; 

2. Commissions in connection with the 
sale of personal property for markets out- 
side the country ; 

3. Interest and dividends from a cor- 
poration created or organized under the 
laws of another country ; 

4, Compensation for the rendition out- 
side the country of technical, managerial, 
engineering, construction, scientific, or 
like services ; 

5. Rentals from property situated in 
another country, or royalties for the use 
outside the country of patents, copyrights, 
films, and like property ; 

6. Premiums for the insurance or re- 
insurance of risks situated outside the 
country ; and 

7. Profits from the operation of inter- 
national shipping and aircraft. 


Regardless of existing rules, the fol- 
lowing types of income would be re- 
gatded as income from sources within the 
country of incorporation: 


1. Profits derived from the production 
of personal property in a less developed 
country (whether or not in the country of 
incorporation) and its sale anywhere, in- 
cluding sale in the developed country, if 
at least 80 per cent of the value of the 
trade or business assets of the corporation 
is located in less developed countries ; 

2. Profits derived from the operation 
of railroads and other land transportation, 
communication and electrical-transmission 
systems, and air transportation within less 
developed countries, provided at least 80 
per cent of the value of the business assets 
of the corporation is located in less de- 
veloped countries. 


The Administration proposes, in order 
fo prevent abuse of the special-source 
ules for production through the use of 
minor assembly operations, that a foreign 
corporation would be considered as pro- 
ducing personal property only if the cost 


ae 





GROWTH OF UNITED STATES COMPANIES 
CREATED IN TAX-HAVEN COUNTRIES IN RECENT YEARS 


1954 1955 1956 1957 1958 1959 1960 Total 
Bahama Islands — 3 4 2 13 19 64 105 
Canada 45 37 50 67 67 57 82 405 
Liberia 65 109 163 113 82 59 47 638 
Mexico 3 2 8 5 7 15 19 59 
Panama 46 40 63 96 95 134 95 569 
Puerto Rico 2 5 2 7 5 Bs 7 33 
Switzerland (Information not available) 170 517 
Venezuela 1 10 17 23 14 7 16 86 
All countries' 187 233 338 339 332 413 741 2,894 


April 26, 1961 


Note: Except in the case of Switzerland, these figures are based upon information returns filed 
pursuant to section 6046 of the Internal Revenue Code of 1954. The degree of compliance with this 
provision for prior years is the uncertain. The figures for Switzerland are based on information furnished 
by the Consulate General in Zurich. This information indicates that as of March 31, 1961, approximately 
517 American-owned corporations were created in Switzerland. Of these, 170 were created in the 


period between March 31, 1960 and March 31, 1961. 


1 The figures for the specific years from 1954 to 1959 do not include Switzerland, but they are included 


in the “total”? column. 


of production exceeded 25 per cent of 
the cost of raw materials or other com- 
ponents. This is in essence a ‘‘value 
added”’ concept. 

No distinction would be made between 
developed and less developed countries 
in applying the special-source rules for 
income from production, sales, etc. 

In both developed and underdeveloped 
countries, the Administration’s proposals 
would also, of course, tend to eliminate 
tax havens from foreign corporate struc- 
tures simply by eliminating tax deferrals 
for the types of business activity which 
may advantageously utilize them, such as 
international trading, licensing, insur- 
ance, and the like. A tax-haven company 
would be generally defined as one which 
receives more than 20 per cent of its gross 
profit from sources outside the country in 
which it is incorporated. There would be 
a qualification to this general definition 
so as to leave unaffected manufacturing 
companies operating in less developed 
countries which must operate in the mar- 
kets of more than one foreign country. 


“GROSSING UP” 
AND OTHER PROVISIONS 


Under existing law a domestic parent 
corporation, upon receiving dividends 
from a foreign subsidiary, is deemed to 
have paid a pro-rata portion of the for- 
eign income taxes actually paid by the 
foreign subsidiary. In other words, the 
domestic parent is regarded as having 
paid the taxes which were paid by the 
foreign subsidiary to the extent that they 
are attributable to the dividend. 

The domestic parent includes the div- 
idend in its gross income and then cal- 
culates its foreign taxes by multiplying 
the average rate of foreign taxes by the 
amount of the dividend. The result of 
this is that there is both a deduction of 
the full amount of foreign taxes and also 
a credit for a portion of them. 


This method of calculation frequently 
tends to reduce the United States tax rate 
on the foreign dividends to a level which 
may approximate 45.6 per cent. Foreign 
operations conducted within a foreign 
corporate structure including a chain of 
two foreign subsidiaries may produce a 
net effective United States tax rate on the 
foreign dividends which is even lower— 
as low as 40.48 per cent. 

The Administration’s proposal would 
require that foreign-source income be sub- 
jected to a combined United States and 
foreign tax of no less than the prevailing 
United States corporate tax rate. This 
would be done by requiring the inclusion 
of the foreign taxes attributable to a 
foreign subsidiary’s dividends in the gross 
income of the domestic parent company. 

In other words the domestic parent 
would “gross up” foreign dividends re- 
ceived from foreign subsidiaries by the 
amount of the foreign taxes attributable 
to the dividend. 


Corporate Reorganizations and Liqui- 
dations. Because of the proposed limita- 
tion for qualification for tax deferral of 
a foreign subsidiary operating in a de- 
veloping country, and because a reorgan- 
ization might be necessary for such a 
subsidiary to qualify, the Administration 
proposes that existing restrictions on tax- 
free transactions involving foreign cor- 
porations be modified so as to allow a 
transfer of property from one foreign 
subsidiary to another, as may be necessary 
to qualify a subsidiary in a developing 
country for tax deferral. 

If a domestic parent elects to liquidate 
a foreign subsidiary, the Administration 
proposes that the tax-free treatment of 
certain corporate liquidations should be 
available under Section 332, if the parent 
includes as a dividend in its gross income 
the full amount of the foreign subsidiary’s 
undistributed profits. 

The effect of the proposal would be to 
deny the parent capital-gains treatment on 
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the foreign accumulations which represent 
capital appreciation. However, this would 
not be much of a change, since Section 
367 now requires parent United States 
corporations to obtain a favorable tax 
ruling in order to qualify for a tax-free 
liquidation of a foreign subsidiary and 
the Internal Revenue Service currently 
applies substantially this same test. 


Dividends from United States Sources. 
Under present law, dividends which are 
paid by a foreign corporation are entitled 
to the 85 per cent dividends-received de- 
duction, provided the payer-foreign sub- 
sidiary derives more than half its income 
from sources within the United States. In 
these cases that part of the dividend 
which represents the 15 per cent over and 
above the deduction is treated as foreign- 
source income for foreign tax-credit pur- 
poses. 

The Administration has stated that the 
theory of allowing the dividends-received 
deduction is based upon the dividends’ 
being essentially that of a domestic cor- 
poration and that, therefore, consistency 








requires dividends entitled to this deduc- 
tion to be treated as United States-source 
income for all purposes. 


Elimination of Foreign-Tax Credit for 
Royalty Dividends. Under existing law, a 
domestic corporation is allowed to take 
a credit for Lesies taxes paid by its for- 
eign subsidiary. This is true not only 
with dividends from a foreign subsidiary, 
but also with royalty income received 
from a wholly owned foreign subsidiary. 
However, royalty income may claim this 
so-called “indirect credit’ only in cases 
of wholly owned foreign manufacturing 
or mining subsidiaries. 

The provision granting this indirect 
credit for royalty income was enacted 
primarily to give relieve in cases where cor- 
porations were prohibited from distribut- 
ing their earnings as dividends under for- 
eign currency-exchange restrictions. Since 
existing law is not limited to such cases 
and is applicable to all royalties paid by 
a wholly owned foreign subsidiary, the 
Administration proposes the elimination 
of this indirect credit for royalty dividends. 
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New Reporting Procedures. The Ad- 
ministration proposes to expand the scope 
of administrative authority to obtain jn. 
formation needed to compute the Ameri- 
can shareholder's tax base. The American 
shareholders who control foreign sub- 
sidiaries will be required to file informa- 
tion returns for each taxable year con- 
cerning the earnings and profits of the 
foreign subsidiary, the names and ad. 
dresses of the American shareholders, and 
other as yet undetermined detail. 

If a shareholder owns 10 per cent or 
more of the equity in a new lacie cor- 
poration, he will be required to file a 
return covering his share of undistributed 
earnings of the foreign corporation. 


CONCLUSION 


The Administration’s proposal attempts 
to extend taxing jurisdiction beyond the 
limits which are considered normal in 
other countries. Australia, Belgium, Can- 
ada, Denmark, France, Germany, Italy, 
Japan, the Netherlands, Norway, and the 
United Kingdom, for example, do not 
apply the principle of taxing shareholders 
on the undistributed income of foreign 
subsidiary companies. 

If such a policy were enacted into law 
by the United States, it would create a 
new principle in the field of international 
taxation. It might also have a direct and 
adverse effect upon the United States it- 
self, in that foreign countries might adopt 
the same principle, attempt to reach into 
the United States in exactly the same 
fashion as the Administration proposes 
to reach into their borders, and deem 
United States-source income of United 
States subsidiaries of foreign parent cor- 
porations or individuals to be distributed 
to shareholders of the parent. 

Foreign governments may well be of- 
fended by the United States’ proposed 
attempt to reach within their borders to 
tax income arising from sources within 
their sovereignty. In order to protect their 
sovereignty in this regard, it is possible 
that the foreign countries discriminated 
against by the United States will enact 
retaliatory legislation by increasing their 
tax rates and/or levying or increasing a 
withholding tax on dividends payable to 
United States shareholders and/or enact- 
ing or expanding exchange controls. 

Section 891 of the 1954 Code defines 
United States policy towards foreign 
countries which would attempt to treat 
United States corporations in the same 
manner as the Administration proposes to 
treat foreign corporations owned by 
United States shareholders or United 
States parent companies. Section 891 pro- 
vides: 
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corporations of the United States are being 
subject to discriminatory or extraterritorial 
taxes, the President shall so proclaim and 
the rates of tax shall . . . be doubled in 
the case of each citizen and corporation of 
such foreign country. .. . 


The essence of the Administration’s 
proposal is that American shareholders of 
foreign corporations would pay a United 
States income tax on their pro-rata part 
of the foreign corporation’s income, 
whether actually distributed or not. The 
only precedent for this type of tax treat- 
ment is contained in the sections of the 
current Code which concern foreign per- 
sonal-holding companies. In such cases, 
on the last day of each taxable year the 
income of the foreign personal-holding 
companies is deemed to be distributed to 
the American shareholders, whether it is 
actually distributed or not. The constitu- 
tionality of this section has yet to be 
tested in the Supreme Court. 

The principle of “deeming” the in- 
come of one taxpayer to measure another’s 
income raises an interesting constitutional 
question. Hoeper v. Tax Commissioner of 
Wisconsin held it to be a violation of the 
due-process clause of the Fourteenth 
Amendment for a state to measure the 
tax on one person’s (a husband) income 
by the income of another (his wife) .? If 
the Federal Government were to measure 
the tax on the American shareholder by 
the income of the shareholder's foreign 


From Testimony on Proposed Legislation on Tax Havens and 
Taxation of Earnings of Foreign Subsidiaries presented by Rob- 
ert J. Landolt, vice president, Tube Turns Division of the 
Chemetron Corporation, Louisville, Kentucky, before the House 
Ways and Means Committee, Washington, D. C., on June 8, 1961. 


* % * 


President Kennedy has proposed that the United States 
tax the income earned by foreign corporations to United 
States corporations and citizens as the income is earned by 
such foreign corporations and under some, but not all, of 
the provisions of United States tax laws. Almost without 
exception the nations of the free world today refrain from 
taxing the foreign subsidiaries of their citizens. Indeed 
most of them encourage their citizens to earn profits in for- 
eign countries by substantial tax concessions far in excess of 
any currently available under the United States tax laws. An 
example of the continuing and increasing encouragement to 
foreign operations are the recent budget proposals by Great 
Britain. Their law for Overseas Trade Corporations at the 
Present time provides that even though the management 
may be in England, if the profits are earned in foreign 
countries they are not taxable in England until brought 


home. 


We do not believe that fiscal relations and trade can be 


subsidiary, a serious question would arise 
as to possible violation of the due-process 
clause of the Fifth Amendment. 

The Sixteenth Amendment authorized 
Congress to levy taxes on income from 
any source and without apportionment. 
However, a tax cannot be made to fall 
within the scope of the Sixteenth Amend- 
ment merely by “tagging” it an income 
tax. 

In the famous case of Eisner v. Ma- 
comber,® which concerned the federal 
income-tax status of stock dividends, the 
Supreme Court held that income consists 
not in the growth or increment in value 
of an investment, but in something of 
exchangeable value proceeding from the 
property, severed from the capital, and 
coming into or received by the taxpayer. 
The Court refused to indulge the fiction 
that the stockholders “have received and 
realized a share of the profits of the com- 
pany which in truth they have neither re- 
ceived nor realized’’ and held that the 
corporation must be treated as an entity 
separate from the shareholder. 

The Court said further that ‘‘enrich- 
ment through increases in value of capital 
investment is not income in any proper 
meaning of the term” and that to tax the 
shareholders upon their property interest 
in the stock of the corporation would be 
taxation of property because of owner- 
ship, requiring apportionment under Ar- 
ticle I of the Constitution. The Court 





ruled that ‘‘what is called the share- 
holder’s share in the accumulated profits 
of the company is capital, not income.” 

Thus, the Administration’s proposed 
taxation of American shareholders as 
measured by their holding in foreign cor- 
porations raises a serious constitutional 
question. The Supreme Court might hold 
that the proposed tax, measured by the 
American shareholders’ share of the un- 
distributed income of foreign corpora- 
tions, would be a direct tax on the share- 
holders because of their ownership of 
shares and would not be a tax on income 
within the meaning of the Sixteenth 
Amendment. 


* 284 U.S. 206 (1931). 

*252 U.S. 189 (1920). 

*The Administration’s original proposals in 
May 1961 basically called for taxing U. S. 
shareholders on undistributed profits of foreign 
corporations earning more than 20 per cent of 
their income from sources outside the country 
of incorporation. In July 1961 the Ways and 
Means Committee asked for a better definition 
of tax-haven transactions and the Treasury sub- 
mitted a new proposal to define tax-haven cor- 
porations by the type of transaction rather than 
the source of income. Under it, the undistrib- 
uted tax-haven profits from certain sales, com- 
missions, rentals, royalties, technical services, 
dividends, interest, insurance premiums, and 
construction outside the country of incorpora- 
tion will be taxed to the U. S. shareholders as 
dividends. The Committee put the new pro- 
posal aside for next year, taking the position 
that it raised certain problems which ought to 
have further consideration and study. 





all income and no outgo. We are anxious to sell United 
States-made products in foreign countries but if United 
States enterprises are burdened by added taxation: in operat- 
ing in foreign markets our opportunities for sale of our 
products will be drastically limited and employment oppor- 


tunities in the United States will suffer. As we discriminate 


against foreign earnings and foreign countries, we shall 
find that foreign countries will pay us back in kind. . . . 

Controllers Institute does not propose to defend any real 
abuses which may have occurred in the use of some so- 
called “‘tax-haven corporations.” However, we believe the 
only abuses are those which involve the use of a foreign 
corporation where there is no real substance to the opera- 
tion of such business. If additional statutory authority is 
needed to correct these abuses, it should be enacted. How- 
ever, Section 482 of the Internal Revenue Code now gives 
the Commissioner authority in this area where it is neces- 
sary to prevent evasion or clearly to reflect income of do- 
mestic corporations. . . . 

With respect to corporations having substantial opera- 
tions, however, an effort to stigmatize another country as a 
tax haven will be called merely another form of Yankee 


imperialism which says that other countries’ tax laws and 


rates do not conform to our estimates of what they should be. 
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ental vs. 


Purchase 


of data-processing 
equipment 






© It has been traditional that data-processing equipment 
should be leased, while typewriters, desk calculators and 
such should be purchased. There is probably a good deal 
of psychology behind the tradition. It is much easier to 
justify a monthly rental charge than to request a capital 
expenditure 50 or 60 times as great to purchase a modern 
data-processing system. This is true not only because the 
purchase price is a much more staggering figure, but also 
because the mechanics of justifying a capital expenditure 
are usually more difficult than those of securing approval 
of a smaller, but recurring, item of expense. A capital 
expense of this size is particularly difficult for a smaller 
company (especially one that is prone to keeping a close 
watch on its debt-equity ratio). The easy way out has been 
to acquire the equipment for a series of relatively small 
monthly or annual rental payments. © The consent decree, 
the expansion of the computer industry and its present 
highly competitive situation have shaken the traditional 
thinking to its foundations. © The purpose of this article 
is to re-examine the relative advantages of lease vs. pur- 
chase in light of these developments. It will be assumed 
that the basic decision to procure the equipment has been 
made. The decision of whether to lease or purchase a piece 
of equipment is primarily a financial question involving 
a choice as to which means should bring the highest return 
both immediately and throughout the life of the equipment. 


THE PAST FIVE YEARS have seen great 
strides taken in the size and sophistica- 
tion of the data-processing industry. As 
a result of the explosion in computer 
technology, the question facing an execu. 
tive today is not whether to acquire data. 
processing equipment, but how to acquire 
it; should he rent it or should he buy it? 

This choice was first highlighted in 
1956, when IBM and the Federal Govern. 
ment reached an agreement, issued in the 
form of a consent decree, which provided 
that IBM must offer its equipment for 
sale on terms at least as favorable as those 
offered in leasing contracts. The decree, 
issued by a U. S. District Court, went on 
to say that “. . . the burden of proof 
shall be upon IBM to establish that it 
has complied with the provisions . . .” 
stated above. 

There is every indication that both the 
spirit and the letter of the decree are 
being followed. Today IBM presents 
equipment for both sale and lease on 
equally favorable terms, and other manu- 
facturers are following suit. 

Perhaps the best proof of the fact that 
purchase prices today are as attractive as 
rental charges is the entry of leasing cor- 
porations into this field. It is now possi- 
ble to acquire data-processing equipment 
from intermediary 3 which purchase 
it from the manufacturer and then lease 
it to users on a basis similar to that under 
which trucks and other items of equip- 
ment are leased for special purposes. 
These leasing companies are able to make 
their profit by spreading rental payments 
over a longer period of time at slightly 
less cost to the user. 

As yet, this practice is not too wide- 
spread, and the service and maintenance 
agreements which go along with it are 
indefinite in scope. For this reason no 
additional reference will be made to this 
type of equipment acquisition and_ the 
terms “lease” and “‘rent’’ will be used 
interchangeably to mean leasing equip- 
ment from the manufacturer. 


PAYBACK 


The measure most commonly used to 
estimate the financial desirability of pro- 
posed capital expenditures has been the 
principle of payback. Just as this principle 
has been universally used, it has also been 
universally misused. Payback has been 
criticized by many professional men, in- 
cluding professional accountants. The 
major criticisms, however, as well as the 
major misuses, stem from misunderstand- 
ing rather than from misapplication. 

Many users, both financial people and 


1 United States District Court of New York: 
Civil Action No. 72-344, United States of 
America vs. International Business Machines 
Corporation: Final Judgment, January 25, 1956. 
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operating executives, hold the erroneous 
belief that payback is a measure of — 
itability. Actually, payback is a factor 
relative only to the time in which a proj- 
ect pays for itself. Herbert E. Dougall 
gives one informative definition of the 
term as: “The estimated period (years, 
months) required for the incremental 
cash investment in the project to be re- 
covered from year-to-year incremental 
operating cash flow or throw off.’’2 Thus 
it becomes apparent that the majority of 
the critics who say that payback is not a 
reliable or realistic measure of profitabil- 
ity are not criticizing the concept of pay- 
back, but the misuse of it. 

One weakness of the payback nonce 
in lease-purchase decisions is its inability 
to chart the timing of the cash flow dur- 
ing the economic life of the project. Dif- 
ferences in timing, depending on whether 
the equipment was leased or purchased 
may make significant differences in the 
over-all profitability of a project. Pay- 
back’s strong points stem | gps. from 
its simplicity and ease of computation. 
When applied correctly the payback con- 
cept can produce reliable approximations 
to which more refined financial tests of 
the alternative means of acquisition may 
be added. Considering the fine line be- 
tween profitable and unprofitable alterna- 
tives, such refinements become a necessity 
in making an accurate lease-purchase de- 
cision. 


PRESENT VALUE CONCEPT 


Perhaps the greatest shortcoming of 
payback is that it does not take into ac- 
count the future value of a current dol- 
lar. Profits generated by acquiring data- 
processing equipment must not only 
offset the cost of the equipment, but must 
also earn more than the capital spent to 
obtain the equipment could earn if it 
were invested elsewhere. Capital expendi- 
tures for equipment will be frozen as far 
as its future earning power through other 
investments is concerned, and although 
accumulated rental payments may eventu- 
ally surpass the purchase price, capital 
used for this stream of payments will be 
earning money before it is spent on rent. 
_ A meaningful indication of profitabil- 
ity is obtained by comparing the potential 
earning power which would be lost 
through both lease and purchase of the 
equipment. In other words, whenever 
computing profit differences between leas- 
ing and purchase, compare the present 
Value of a future stream of rental pay- 
ments with an equal amount of capital 
used now to purchase the same equip- 
ment. 

The following simple example illus- 





A company has the choice of purchas- 
ing a piece of equipment with a useful 
life of five years for $1000, or of leasing 
it for the five years at $200 per year. On 
the surface this would seem to be an even 
choice. 

However, if the company leased the 
equipment it would have the rest of its 
capital to invest, bringing in interest 
which would compound itself over the 
life of the equipment. Therefore it would 
be better to postpone the outlay by leas- 
ing the equipment rather than buying it. 

But suppose the rent were $210 per 
year, or perhaps $220? Then the choice 
would be between a $1000 purchase price 
and $1050, or $1100, in rental payments 
over the five years. Now the company 
must determine, in terms of the potential 
earning power of its capital, the present 
value of both the stream of rental pay- 
ments and the purchase price before it 
can make a sound decision on the prob- 
lem. 

The basis of the present value concept 
is how much is a dollar worth to the com- 
pany involved? This is the complicating 
factor in other financial comparisons, 
since it must be accounted for whenever 
the alternatives of lease and purchase are 
weighed. This highly important, yet 
often overlooked, concept is involved in 
much of the following discussion. 


FINANCIAL CONSIDERATIONS 


There are four primary financial con- 
siderations in lease-purchase decisions: 
1) The useful life of the equipment, 2) 
The difference in costs between rental 
and purchase, 3) The desired rate of re- 
turn on the equipment, and 4) The in- 
come tax differences. These four factors, 
working in an ‘“‘ever-present’’ financial 
situation, can be used to make an accurate 
analysis of the lease-purchase picture for 
a given piece of equipment. 

The useful life of equipment—that is, 
the length of time an individual company 
will make use of that equipment—has 
three measures: the technological life, or 
the time in which equipment will become 
outdated; the physical life, or the time 
equipment takes to wear out; and the ap- 
plication life, or the length of time a 
company makes use of equipment. 

Technological advance is one of the 
marvels of today’s world. In this fast- 
moving age computers, like jet engines, 
missiles, aircraft and other electronic 
gear, are obsolete before they can be pro- 
duced. However, the fact that newer, 
faster and better computers are being 
produced every few months is not an ex- 
cuse for failure to take action in acquiring 
one. A company which waits for the 
ultimate computer to become available 


trates this present value of money concept: A BOUT THE 
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The dollars-and-cents standpoint of net 
income to the stockholders is reflected in 
the words of John Diebold: “The first 
large-scale electronic computer was ob- 
solete when it was delivered, yet it paid 
for itself, and even now continues to do 
useful work.”? The first Univac I, for 
example, was delivered to the Census 
Bureau in April 1951. Ten years later it 
is still operating on a 24-hour-a-day basis. 

The basic danger in stressing tech- 
nological obsolescence is the tendency to 
look at the wrong side of the problem. 
Computers in existence today are capable 
of performing more complex and difficult 
operations than those for which they are 
being used. The problem lies not with 
the hardware, but with the human ca- 
pacity to make use of the hardware. 

An official of the National Bureau of 
Standards observed recently that if no 
technological advances were made in elec- 
tronic computers during the next 100 
years, man’s knowledge would still not 





* John Diebold, “The Bugbear of Obsoles- 
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have advanced to the point of using the 
machines to their fullest capabilities. The 
human factor is dragging its feet in com- 
puter usage, and it is difficult to under- 
stand how a computer can be branded 
obsolete when our programmers are barely 
scratching the surface of its full potential. 

Another consideration is the applica- 
tion life of equipment. In other words, 
excluding technological and Sehr life 
expectancies, what is the probability that 
a company will continue to apply certain 
equipment profitably on the job for which 
it was obtained, or on other known or 
potential jobs, within the foreseeable 
future ? 

This may be difficult to predict ac- 
curately. If the job should end or be ex- 
panded unexpectedly the company may 
have an “obsolete” piece of equipment 
on its hands. For example, the purchase 
of a card sorter or collator might ts : oa 
tionable in a company which was about 
to install optical scanning or magnetic 
ink character recognition equipment. The 
opposite conclusion aorta reached if 
it appeared likely that such changes were 
a number of years away. 

In cases of doubt about the application 
life of equipment, lease financing may be 
the more advantageous means of acquisi- 
tion. For a rough estimate of the influence 
of the application life on a lease-purchase 
decision, add the rental payments over 
the expected life of the job for which 
the equipment is to be acquired and com- 
pare the sum to the purchase igor 

Determining the useful life of each 
machine is one of the important steps in 
deciding whether to lease or purchase 
data-processing equipment. The three 
factors—technological, physical and ap- 
plication lives—must be given proper 
weight in terms of the individual com- 
pany, its needs and its plans for the 
future. 











Leasing is often considered to be a 
hedge against obsolescence, since the 
equipment can be replaced whenever a 
later, more efficient model comes on the 
market. However, it is something of a 
delusion to assume that leasing will al- 
ways act as an inexpensive hedge for the 
user. A realistic lease price must include 
the manufacturer's hedge against his 
line of equipment becoming obsolete. 
This cost, as well as the cost of research 
and development, must be passed on to 
the user through the rent, and the manu- 
facturer must still make a profit on his 
equipment if he is to develop a newer 
and better line. 

The technological life of equipment 
plays an important part in planning for 
its acquisition. No company wants to 
install a data-processing system, only to 
see a more efficient system appear on the 
market the following month. However, 
with new equipment coming out all the 
time, most companies will prefer to take 
the plunge when they feel they are ready. 
A continuous attempt to hedge against 
future improvements merely defers the 
day when the company can begin to real- 
ize the benefits of computers. 

The physical life of equipment is usu- 
ally the longest period in its measurable 
life. An electronic computer is unlikely 
to wear out before it becomes obsolete 
since tubes and other parts can be re- 
placed almost indefinitely. The advent of 
printed circuits, semi-conductors and 
other advances in “second generation 
computers” is increasing their physical 
life even more. Electro-mechanical equip- 
ment may have a shorter life; however, 
reasonable maintenance will keep a ma- 
chine useful long after newer models 
have outdated it. 

If equipment is kept for its entire 
physical life, the chances are that the 
user who leases it will eventually pay 


CONVENTION OF PIRATES? 


Business conventions have been so invaded by pirates— 
manpower pirates, that is—that many companies think 
twice before they send a valuable employe to attend these 
presumably educational confabs. Or so writes Lawrence 
Stessin for Dun’s Review, in an article which goes on to 
state that some firms have been known to lose from five per 
cent to 20 per cent of their professional people in the fort- 
night after they turned in their expense accounts. 

As a result, a group of executives is now trying to draw 
up a code of ethics to curb recruiting—open or clandestine 
—at technical conventions. The plan is to get a promise 
from the major professional societies to ban all interview- 
ing, hospitality suites, and advertising before and during 
the meetings. Purpose: ‘“To restore dignity to professional 
conferences and improve the exchange of technical informa- 
tion which is the basic purpose of the conventions.” 





more than if he had purchased it. Donald 
Gant has observed that lease financin 
may offer the lessee . . the rather 
questionable privilege of being able to 
abandon a property it has already paid 
for.’’4 


COSTS 


In a lease-purchase decision, the signifi- 
cant costs are those which would differ 
under the two arrangements. These costs 
can be broken down into fixed costs and 
recurring costs, which will have somewhat 
different significance under the present 
value of money concept. 

The bulk of the fixed costs, installa- 
tion, transportation and the price (in case 
of purchase), will come shortly after the 
equipment is acquired, meaning that the 
capital used will be unavailable for other 
investments. Recurring costs like rental 
payments and maintenance will come 
throughout the useful life of the equip- 
ment, and are more difficult to assess 
definitely in terms of their present value. 

The obvious method of comparison be- 
tween lease and purchase costs is to list 
them for each alternative, eliminate those 
which would be the same in either case, 
total the remaining costs, and find the 
difference between the two totals, keep- 
ing in mind the potential earning power 
of the money. 

Computing the earning power of fu- 
ture rental payments is much more diff- 
cult than computing the future earning 
power of a fixed amount of capital spent 
to purchase equipment. However, an ac- 
curate appraisal of the lease-purchase de- 
cision should contain both data. 

Trade-in or salvage value is a cost fac- 
tor which favors the purchase of equip- 
ment. This may be a relatively small 
percentage of the purchase price, but it 
does leave the purchaser something to 
show for his money. In some instances, 
it will be to a company’s advantage to 
donate its used equipment to a nonprofit, 
charitable institution. This would give 
the company an income tax deduction 
equivalent to the full market value of the 
equipment, whereas the actual trade-in 
value might be considerably less. 

However, many other considerations 
such as the present value of money con- 
cept, maintenance and servicing expenses, 
and the cost of borrowing capital to pur- 
chase equipment all play a part in de- 
termining the final difference in costs. 


RATE OF RETURN 


The rate of return a company requires 
on its investment is another financial 
consideration. Rate of return can best be 
expressed in terms of risk; what risks 

(Continued on page 456) 


*Donald R. Gant, “Illusion in Lease Financ- 
ing,’ Harvard Business Review, Volume 37, 
No. 2, March-April 1959. 
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“The National 304 enables us to know 
today where we are today. For example, 
we can now bill customers on the same 
day items are shipped from warehouses 
anywhere in the United States. This 
has enabled us to pick up working cap- 
ital equivalent to three days’ sales—an 
important saving. 

“We can now take action today on 
inventory requirements based on last 
night’s actual inventory and unfilled 
orders position. As an initial result, we 
have reduced finished inventories by 
10%, with the potential of greater re- 
ductions in the near future. 


JOHNSON’'S 


"WORLD'S LARGEST MANUFACTURER 
OF WAX POLISHES” 





Walional’ 304 Data Processing System 
has proved to be a highly profitable investment 


WAX 






—5S. C. JOHNSON & SON, INC., Racine, Wisconsin 


“Our manufacturing and production 
scheduling are now more closely coor- 
dinated with sales needs than ever be- 
fore. And, our field warehouses are 
stocked more intelligently, enabling us 
to serve our customers better. 

“Fundamentally, the National 304 
has given us faster and more accurate 
control over sales efforts, production, 
inventory, credit, and customer billing. 
It has sharpened management reflexes, 
enabled us to harness data in time to 
be used most profitably, and meets our 
demands for the factual data necessary 
to make management decisions in time 


“Leading manufacturer of wax polishes and other 
fine products for home, industry and agriculture.” 


THE NATIONAL CASH REGISTER COMPANY, Dayton 9, Ohio 


1039 OFFICES IN 121 COUNTRIES © 77 YEARS OF HELPING BUSINESS SAVE MONEY 


to be most effective. 

*‘At this stage of our installation 
progress it is difficult to assign a defi- 
nite money value ‘to all these advan- 
tages. However, we know their value 
represents a highly profitable return on 
our investment.” 


fang Blog 


President 
S. C. Johnson & Son, Inc. 


* TRADEMARK REG. U.S. PAT. OFF. 


ELECTRONIC DATA PROCESSING 
ADDING MACHINES~CASH REGISTERS 
ACCOUNTING MACHINES+NCR PAPER 

















At any remote location, a 1001 Data Trans 
sion Unit reads punched cards and trans 
the information over regular telephone lines 








IBM 1001 DATA TRANSMISSION SYSTEM 
...new low cost way to send 
punched card data... by telephone 


This IBM 1001 Data Transmission Sys- 
tem lets you send business information 
in punched card form, from any office, 
plant or department to your central 
data processing installation at the cost 
of a telephone call. 

It speeds collection of information 
concerning inventory, purchases, pay- 
roll, production, etc., keeps you contin- 
ually informed of what’s happening in 
your business while it’s happening. 

And it does it at low cost. 

A simple, desk-top 1001 Data Trans- 
mission unit and telephone at each re- 
mote location plus a telephone and card 
punch at your data processing center 
put you in business. The operator at the 
remote unit dials the data processing 
center, inserts a punched card into the 
transmission unit, adds additional in- 
formation with the simple keyboard, 
and presses a button. 

The rest is automatic. The equipment 
reads the card, transmits the informa- 
tion over your regular telephone lines, 
and reproduces an identical punched 
card, ready for processing. You can 
connect a number of departments, 


plants, offices or customers with this 
1001 Data Transmission System. 

This is another example of IBM 
TELE-PROCESSING* Systems which help 
business act faster by speeding up col- 
lection of the facts on which action is 
based. TELE-PROCESSING Systems are 
available for coordination of anything 
from a warehouse to an entire company. 


*Trademark 


At the data processing center, an IBM Card 
Punch receives data by phone and automatically 
punches it into a card, ready for processing. 


IBM. 


DATA PROCESSING 
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Control of 
Office 


Costs 





. isa matter of 

the judicious use of 
some old techniques 
as well as a few 
futuristic ones 








COMPUTER AGE. The label sounds glam- 
orous, and truly the recent advances in 
technology are staggering. But the hard 
fact of the matter would seem to be that 
the Utopia of full automation remains a 
considerable distance beyond the horizon. 

Will we wait, then—we who are con- 
cerned with financial management—until 
it is on the brink of achievement and 
until the scientists and programmers come 
up with a brave new concept calculated to 
solve the cost-control problem at one 
stroke? 

Hardly. 

We will keep on, in the meantime, ex- 
ercising our ingenuity with the immediate 
challenge of controlling office costs. And 
we will try to make judicious use of all 
the tools at our disposal, whether old or 
new, in meeting this challenge. 

We will seek continually to improve 
the use value of our product, whatever 
the product may be. And towards this 
end we will strive always to preserve that 
ideal, delicate balance between value and 
costs. 


THE PRESENT TREND WILL CONTINUE 


Many articles on office costs begin with 
an array of statistics showing the alarming 
rise in the ratio of white-collar to blue- 
collar workers since 1900 or some such 
base year. This is then cited as evidence 
of the relative lack of progress in creating 
efficiency in the office, as against im- 
pressive gains in production operations. 

Such conclusions are somewhat super- 
ficial. Apparently overlooked is the fact 
that a substantial part of the gain in pro- 
duction efficiency is a result of growth 
in certain white-collar control and co- 
ordinating activities. Cost accounting, in- 
dustrial engineering, production control 
and coordination are some obvious ex- 
amples. Another sizable factor is the 
extremely rapid growth of service in- 
dustries, whose workers practically all 
fall into the white-collar category. 

When we consider also the fact that 
the office has altered its basic character 
from a more or less minimal transaction- 
recording operation to the “intelligence 
center” of the organization, there seems 
good reason to doubt that the situation 
is as black as it is sometimes painted. 

Certainly one cannot say, however, 
that there is not ample scope for further 
economy in the office, nor that efforts to 
improve the product and lower the cost 
of our paperwork processes are not im- 
portant. Of course they are; just as the 
search for improvement and economy in 
every area of operations is important. 

Clerical salaries are high and qualified 
clerical workers are in tight supply. There 
is no reason to assume that this condition 
will change. The cost of maintaining a 
basic clerical position today averages 
some $5,000 to $6,000 per year. Elimina- 





tion of one such position means a direct 
addition to net profit of this amount, 
When one thinks of this in terms of what 
additional gross must be generated to 
produce a like improvement, the value of 
cost reduction car control effort is rather 
strikingly illustrated. 

Viewing general office costs over the 
longer run, we probably will not see any 
major reversal of the upward trend. The 
constantly increasing demands made upon 
the office for information, coupled with 
the upward pressure on salary scales, 
make any prospect for a general downturn 
extremely unlikely. 

Even extensive application of advanced 
forms of mechanization and automation 
will probably tend to change the character 
of office costs rather than effect a general 
reduction. That is, the present largely 
variable cost pattern will tend to become 
more rigid as fixed equipment costs as- 
sume larger proportions. 

The more realistic possibility would 
seem to lie in allowing the rate of in- 
crease: of containing costs within sup- 
portable limits. 


INCREASES MUST BE MINIMIZED 


This concept of containment implies, 
for the individual company, the availabil- 
ity of some standard or measure of what 
is an acceptable level of clerical costs. Is 
there such a standard available? External 
indices, such as comparisons with other 
companies, are defective even in regulated 
industries where uniform accounting sys- 
tems are prescribed. For industry in gen- 
eral, not even partially valid comparative 
data are available. 

We are thus forced to seek some in- 
ternal criterion. Perhaps the only practical 
index—admittedly a very broad one—is 
the compatibility of cost levels with the 
profit objective of the organization. 

This objective is normally given for- 
mal expression in an operating-expense 
budget. In the usual process, management 
will have defined its profit target or pro- 
jection based upon the income forecast, 
and departmental costs are budgeted to con- 
form. Our ability to equal or better budg- 
eted performance would seem the most 
practical, and certainly the most impor- 
tant, gauge of our success in cost control. 

Not that we should rest content with 
this basic level of performance. Financial 
management especially should be actively 
and continually seeking improved cost 
performance in the clerical area; should, 
in fact, provide leadership in the effort 
towards profit improvement from this 
source. Still, a sound program of expense 
budgeting is unique in that it defines the 
acceptable limits of cost performance, and 
thus it is fundamental to a coherent, ef- 
fective attack on the problem of cost 
control. 
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THE AREAS TO ATTACK 


Before turning to the other tools we 
have available to assist us in our effort 
towards cost control, it might be well to 
consider the areas of potentially profitable 
application. In the typical business organ- 
ization the tendency is to think first of ac- 
counting: and related activities. This is a 
natural reaction since the accounting func- 
tion usually represents the largest single 
concentration of paperwork. 

While it is true that this area usually 
offers more scope for certain types of 
cost-reduction effort, such as mechanized 
and integrated data-processing techniques, 
other operations often offer significant 
opportunities for more basic improve- 
ment. Accounting management, being to 
a degree specialists in paperwork—and 
pethaps having a tradition of feeling 
somewhat defensive—usually mounts a 
more efficient paperwork operation than 
some other functions of the business. In 
this latter category would be the clerical 
aspects of such functions as personnel, 
purchasing, production, engineering, and 
the like. 

These areas are usually managed by 
people to whom paperwork is a side issue, 
and their clerical costs are apt to be 
hidden in the over-all expenses of the 
functions. Thus, these clerical operations 
often have not enjoyed the continuing 
management scrutiny to which the ac- 
counting function has been subject, and 
the pressure to reduce costs has been less. 

In terms of the more basic approaches 
to clerical-cost reduction—work simplifi- 
cation, improved routinization, and sched- 
uling—these areas often are virgin ter- 
ritory for improvement effort, in contrast 
to the accounting operation, which in 
some cases may already have been ana- 
lyzed, work-measured, mechanized, and 
simplified half to death. 


THE TECHNIQUES TO USE 


Let us briefly survey some of the de- 
vices and techniques currently in favor in 
the search for office economies. One such 
device which has generated a great deal 
of discussion is work measurement. In 
essence, the objective of programs of this 
type is to determine the manpower re- 
quired to process a given volume of work. 
This involves development, in one way 
or another, of a standard level of per- 
formance. 

Reduced to simplest terms, approaches 
to work measurement fall into two broad 
classes. One involves the construction of 
a performance bogey by engineered stand- 
atds, either through time and motion 
study or through the accumulation of ele- 
mental synthetic standards. The other re- 
lies upon the accumulation of time and 
Volume statistics of past performance for 
the development of standards. 


——__ 


Engineered standards are, of course, 
the more precise method of determining 
how long it should take the average 
worker to process a unit of work. But, 
while engineered standards are admittedly 
more effective, there are problems in their 
use in the office. 

The most serious disadvantage is cost. 
Engineered standards, as one can easily 
appreciate, are quite expensive to install 
and maintain. The task under review must 
be broken down into its elemental mo- 
tions for construction of the initial stand- 
ard, and any change in job content 
requires new observations and recomputa- 
tion of the standard. 
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Analyses Committee of the New Y ork City 
Control of Controllers Institute of Amer- 
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systems subjects based on his experience. 


In view of the problems in the use of 
engineered standards, the empirical ap- 
proach has found much wider acceptance. 
In outline, this technique involves select- 
ing the area of work to be measured and 
recording both the time spent on the 
work and the volume of work processed. 
These data are recapped periodically and 
examined for significant patterns of per- 
formance. 

Individual workers are compared with 
the average; peak days are set against low 
days; standards are developed on the 
average of past performance; and in 
multilocation operations comparisons are 






















































made among locations. Generally speak- 
ing, this approach is a great deal less 
costly in both installation and mainte- 
nance than a program of engineered 
standards. 

What of the value of work measure- 
ment? A number of companies report 
satisfactory results from programs of this 
type. Either type develops data usable for 
manpower budgeting. Properly used, each 
points up poor performance and permits 
a superior adjustment of staffing to work- 
load. 

There are very decided limitations in 
the use of these techniques, however. 
They are most practical when applied to 
relatively large employe groups perform- 
ing identical tasks in a common work 
process. In the smaller offices where these 
conditions seldom obtain, such programs 
are simply impractical. 

A related device which has as yet 
enjoyed relatively limited use in the of- 
fice is incentive compensation. It is re- 
lated to work measurement in that work 
measurement is usually applied to de- 
termine the production rates on which 
payments will be based. 

The concept is interesting, but it car- 
ries with it all the problems and limita- 
tions associated with work measurement 
plus a few of its own. Even though there 
is no incentive like money, the applica- 
tion of this concept to the office will 
probably continue to be quite limited. 


SIMPLIFYING OFFICE PROCEDURES 


Another tool of control is work simpli- 
fication. Much has been written and said 
on this topic in recent years—enough, in 
fact, to create some confusion about the 
meaning of the term. In its broadest 
sense, work simplification would include 
any effort aimed at simplifying and im- 
proving office practices and procedures. 
In its more limited connotation, the term 
is used for a formal program of having 
line supervisors and workers simplify the 
working procedures of their operations. 

This latter concept enjoyed a con- 
siderable vogue just a few years ago 
when ‘“‘work smarter, not harder” was a 
familiar catch phrase. More or less pack- 
aged programs were offered in which su- 
pervisors were given brief periods of 
training in elementary work-simplification 
techniques and then turned loose in the 
hope that working improvements and 
economies would be forthcoming. 

It now seems that programs of this 
type have had their day. First, line su- 
pervisors have shown themselves often 
to be not qualified by inclination or train- 
ing to produce significant improvements. 
Second, a line supervisor is concerned 
with a limited aspect of operations and 
usually lacks the perspective to conceive 
a significant systems change. (Turn page) 
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Significant improvements usually in- 
volve revamping a work process whose 
ramifications may involve every major 
function of the organization. Programs 
which do not take this into account tend 
to wither on the vine after an initial spurt 
of enthusiasm, and they can be expected 
to produce only limited and usually minor 
economies. 

Work simplification in its currently 
used broader sense can be a horse of an 
entirely different color. In this sense, it 
includes all effort directed towards achiev- 
ing greater efficiency in clerical organiza- 
tion, procedures, methods, and work prac- 
tices. It would encompass the broadest 
of paperwork surveys as well as detailed 
wl. of one procedure or function, 
whether such work is carried forward by 
a temporary committee, a formally or- 
ganized internal methods unit, or manage- 
ment consultants. 

Work of this type can be one of the 
most effective approaches to cost control. 
As to who can conduct such improvement 
work most effectively, the answer would 
depend upon the size and character of 
operations of the particular business. 

In an organization of adequate size to 
support an internal staff of methods > 
cialists, this is undoubtedly the most effec- 
tive continuing approach. For the smaller 
company the service of a management 
consulting firm may be the best answer. 
The approach of forming a part-time 
committee of operating personnel usually 
suffers from the disadvantages mentioned 
previously in connection with the work- 
simplification efforts of line supervision. 

What can be accomplished in terms of 
work simplification? Properly conducted, 
effort in this direction can eliminate su- 
perfluous reports and records, disclose 


and eradicate areas of duplicate effort, 
improve basic working methods and pro- 
cedures, shorten processing times, assess 
mechanization potential, and produce 
staffing economies. This basic mg 
to systems improvement, in one form or 
another, is probably the most widely used 
and most productive avenue to cost re- 
duction and control. 


THE PUSH-BUTTON OFFICE 


Mechanization is the approach to cost 
control which has received the lion’s share 
of attention in the last half dozen years. 
The introduction of the electronic com- 
puter gave great impetus to what had 
been several decades of progress using 
key-driven and punched-card methods. 

We all remember the fanfare which 
introduced the early general-purpose com- 
puters. Many exponents of the new art 
conjured up visions of the push-button 
office, and there appeared a spate of 
learned articles assessing the social and 
economic effect of the anticipated whole- 
sale displacement of the clerical worker. 

We who have to do with clerical budg- 
ets and costs now realize that this concern 
was, to say the least, somewhat prema- 
ture. From the viewpoint of cost reduc- 
tion, many of the early computer applica- 
tions were dismal failures. With the 
wisdom of hindsight, we have been able 
to isolate the principal causes of such 
failures. 

Early users paid the usual price of any 
pioneering venture. Almost of necessity, 
electronics-oriented rather than business- 
oriented people were frequently instru- 
mental in conversion planning. Early 
hardware was expensive in terms of capa- 
bility per dollar of cost, and somewhat 
imbalanced for general-purpose business 


use. Relative to calculating capability, in. 

ut-output was seriously limited, perhaps 
ceectaen the technical and scientific ofi- 
gins of the prototype hardware. 

Computer capabilities were overesti- 
mated in some cases, while in practically 
all cases the time and cost of systems de- 
sign, machine programming, and con- 
version were grossly underestimated. 

This is now ancient history, however, 
and our concern is with what mechaniza- 
tion in the present state of the art can 
offer us in terms of cost reduction and 
control. Considering electronics _ first, 
manufacturers now offer for business use 
a very broad range of computer hardware. 

This hardware, the so-called second 
generation of computers, represents a 
striking advance over earlier equipment. 
Significant advances have been made in 
input-output capability. Transistorization, 
printed circuitry, and similar technical 
advances have simplified siting require- 
ments, improved reliability, and lowered 
hardware costs. Capability per dollar of 
cost has increased considerably, while 
new compiler routines have simplified 
the still formidable task of machine pro- 
gramming. 

Today’s hardware price-range is such 
that the medium and even in some cases 
the smaller company should not overlook 
the possibility of electronic data process- 
ing in both its information-improvement 
and cost-reduction aspects. 

What are the cost-reduction possibil- 
ities? For the company already employing 
the computer level of mechanization, 
there are two alternatives worthy of ex- 
ploration. One is the possibility of achiev- 
ing a gain in capacity and a reduction in 
costs by replacing existing hardware with 

(Continued on page 466) 





Michie Elected Area Vice President; Lillis and Glotzbach Appointed to CIA Board of Directors 


Gene R. Glotzbach, treasurer, Hohen- 
berg Bros. Company, Memphis, Tenn., has 
been appointed to the Board of Directors 
of Controllers Institute of America as a 
director from Region VII. Mr. Glotzbach, 
who will serve to the end of the 1961-62 





GENE R. GLOTZBACH 
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fiscal year, fills the vacancy left by the 
resignation of Harold S. King as director 
from Region VII. Mr. King has been 
transferred by his company, W. R. Grace 
& Co., from the Memphis office to its 
New York office. 





In another similar action, James F. Lillis, 
vice president and comptroller, Interna- 
tional Telephone & Telegraph Corp., New 
York, was appointed to the CIA Board of 
Directors as a director from Region III. 
Mr. Lillis, who will also serve to the end 
of the 1961-62 fiscal year, fills the vacancy 
left by the resignation of Gerald L. Phil- 
lippe. Mr. Phillippe is the newly elected 
president of General Electric Co., New 
York. 

Mr. Phillippe’s office of vice president 
of the Eastern Area of Controllers Insti- 
tute for the 1961-62 fiscal year will be 
taken over by Robert W. Michie, vice pres- 
ident-finance, the Chesapeake & Potomac 
Telephone Companies, Washington, D. €. 
and a member of the Institute's Board of 
Directors. 
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R. BURT GOOKIN 
Vice President 


ERIC L. HAMILTON 
Vice president, Canadian 
Industries Limited, Mont- 

real, Quebec, Canada 








L. C. GUEST, JR. 
President 





VICTOR L. PERSBACKER 
Treasurer 


NEW TRUSTEES CIRF. 


Serving for three years—1961-1963 





DUDLEY E. BROWNE 
Vice president-finance, 
Lockheed Aircraft Cor- 

poration, Burbank, Calif. 





CHARLES S. WEBSTER 
Vice President 








EDMUND B. RICKARD 
Division controller, 
Ford Div., Ford Motor 
Co., Dearborn, Mich. 
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THE BOARD OF TRUSTEES of Controllers 
Institute Research Foundation at a meeting 
held at Virginia Beach, Va., on August 
17, elected L. C. Guest, Jr., vice president 
and controller, General Telephone & Elec- 
tronics Corp., New York, as president for 
a second term, 1961-62; re-elected R. Burt 
Gookin, vice president-finance, H. J. Heinz 
Company, Pittsburgh, Pa., as a vice presi- 
dent; elected .Charles S. Webster, vice 
president-finance, National Biscuit Com- 
pany, New York, as a vice president; and 
re-elected Victor L. Persbacker, comptrol- 
ler, American Brake Shoe Company, New 
York, as treasurer. 

Paul Haase, managing director of Con- 
trollers Institute, and Benjamin R. Makela, 
associate director of CIA, will serve as 
managing director and secretary respec- 
tively of CIRF, 1961-62. 

Appointed to serve as trustees for the 
three-year term, 1961-63, were Dudley E. 
Browne, Edmund B. Rickard, and Eric L. 
Hamilton. President Arthur L. Boschen 
(CIA) and Frank S. Capon, chairman of 
the CIA Board, automatically became mem- 
bers of the Board of Trustees of the Foun- 
dation, to serve during their terms as of- 
ficers of CIA. 
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PROBLEM: tieing production and shipping to sales trends With 


canoe 





SOLUTION: a Western Union Private Wire System 


A sudden upswing in sales—if not reported promptly— 
could leave customers reaching for empty shelves or a 
competitive product. But—by spotting a buying trend 
as soon as it begins to develop—Johnson’s Wax keeps 
shelves amply stocked while maintaining minimum, 
balanced inventories of its entire line in each of the 
company’s 23 warehouses. 





Helping to do this complex job is a Western Union 
Private Wire System. Here’s how it works. As soon as 
a sales order reaches any Johnson’s Wax field office, the 
information is transferred immediately to punched tape; 
speeds along private wires to headquarters at Racine, 
Wisconsin; and is fed daily into an electronic computer. 





Each day, information on more than 1000 orders flashes 
over this 6374-mile system. The data is analyzed and 
correlated with production and shipping schedules, 
thus preventing costly out-of-stock situations. 

Sales, production, accounting, purchasing—there isn’t 
a division of Johnson’s Wax that doesn’t save time 
and money on written messages or data for processing 
with error-proof Western Union Private Wires. 


Your company—like Johnson’s Wax—can improve 
over-all communications witha Western Union Private 
Wire System specifically designed for your needs. For 
all the facts, without obligation, wire collect to: 
Western Union, Private Wire Division, New York,N.Y. 
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How Johnson’s Wax stocks shelves using its Private Wire System 
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WESTERN UNION... first in Private Wire Systems 
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“Translating” 
Financial 
Data for 

Nontinancial 

Executives 





Dollars are 

the common language 
which enables us to 
relate, compare and 
assemble the various 
interests and the 
opposing forces 

of business 





Excerpts from an address by V. W. T. SCULLY, president, 


Steel Company of Canada Limited, before a management 
seminar at McMaster University, Hamilton, Ontario, Canada, 
cosponsored by the Department of Political Economy and 
the Hamilton Control of Controllers Institute of America. 


IN A FREE ENTERPRISE ECONOMY, the 
main objective of business must be to 
earn profits. This primary aim may be 
surrounded by qualifications, such as to 
earn a reasonable profit having regard to 
the capital invested and it may also in- 
clude related objectives such as the pay- 
ment of adequate wages, the charging of 
fair selling prices, generally behaving as 
a good citizen, and so forth. But, lacking 
the incentive to make a profit, the forces 
of competition will not effectively stimu- 
late the production of better goods by 
more efficient methods. 

The profitable operation of a business 
enterprise requires the intelligent use and 
coordination of manpower, tools, and 
money. And, while no one ingredient is 
more important than another, we must 
acknowledge that a business is born of 
money, is nourished by it, or dies for lack 
of it. 

Dollars are the common denominator 
of all our decisions and actions. Every 
move that a business manager makes has 
an economic aspect, immediate or re- 
mote, and dollars are the common lan- 
guage which enables us to relate, compare, 
and assemble the various interests and the 
opposing forces. They are the medium of 
measurement, in total and in detail. 

This brings us to the role of finance 
and accounting in business management. 
Companies’ differ a great deal in their 
views on, and in their alignment and 
delegation of, jobs and responsibilities. 
Obviously, in dealing with what is a 
broad subject, one must assume that, re- 
gardless of the way in which a business 
is organized, the functions of production, 
selling, and finance are regarded as sepa- 
rate ones, but complementary, one to the 
other. 

Titles vary but, whether the financial 
officer is called treasurer, controller, or 
vice president, he is the man who is re- 
sponsible for translating everything into 
monetary terms. 


RECORDING 


No matter what else he has to do, the 
primary job of the financial officer is still 
one of designing, installing, and main- 
taining a system of records and accounts 
adequate for the needs of the business. 
Supplies and materials have to be ordered, 
received, and paid for; production re- 
corded; shipments documented and cus- 
tomers billed; and workers hired and 
wages paid. 


Profit and loss statements and balance 
sheets have to be prepared in accordance 
with internal and statutory requirements, 
Proper internal control and protection of 
the company’s assets must be provided 
for. All this entails a highly complex 
paperwork and clerical process which re. 
quires skill and technical knowledge to 
design and maintain. 

In facilitating the recording and proc. 
essing of business information, the ad- 
vent of the computer and other electronic 
devices has only increased the scope of 
the financial officer's responsibilities in 
this area. 


CONTROL 


General management, if it is to func. 
tion efficiently, must free itself from un- 
necessary detail. Very often executives be- 
come loaded with routine not by choice, 
but because of an inadequate system of 
control. 

While there are various types of con- 
trol, perhaps the most basic and important 
is financial control. It is in this area—in 
the imaginative conception and develop- 
ment of an effective system of control— 
that the financial officer performs what is 
probably his most valuable technical 
function. 

Control is a basic process involving the 
establishment of objectives and prin. 
of performance, and the appraisal of how 
well things are being done. The tools 
available include budgetary planning, di- 
visional cost and profit standards, and 
current comparisons of actual results with 
predetermined objectives. 

The sales manager, for instance, must 
know not only what products are being 
sold in what quantities and in what ter- 
ritories; he must also know how ac- 
tual results compare with his objective, 
whether this be a forecast, a predetermined 
share of the market, or merely a com- 
parison with past performance. What is 
more, he must have some idea of what 
return to the company, in terms of prof- 
its, his sales are providing, again measured 
against a predetermined target. 

Selecting a standard of measurement 
may involve studies of return on invest- 
ment by plants and by products, or tt 
may require the determination of the 
ideal mix of products to be sold to 
achieve the optimum profit. But, what- 
ever the formula, some yardstick is 
needed if the sales manager is to do his 
job intelligently, and only the financial 
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officer is in a position to provide such a 
yardstick. : 

The production manager needs the 
same type of service. Predetermination of 
manufacturing costs at different levels of 
operations and for different product mixes 
is essential for cost control. This may 
take the form of manufacturing-expense 
budgets and standard-product costs, or it 
may simply be historical cost records. But 
elective use of the elements of produc- 
tion—materials, labor, and facilities—is 
dependent to a significant degree on the 
Temation and interpretation provided 
by the financial officer. The production 
manager is concerned not only with learn- 
ing about off-standard performance, but 
also with getting this information in a 
way that enables him to take corrective 
action promptly. 

Here it should perhaps be pointed out 
that the financial officer, despite the fact 
that he frequently carries the title of 
controller, does not control anything ex- 
cept his own division. Control implies 
authority, and obviously the financial of- 
ficer does not exercise authority over the 
other line managers. He can, however, 
rovide the line managers with the tools 
which they require for effective control 
of their own functions and can assist 
them in the proper use of these tools. 


FINANCIAL PLANNING 


This brings us to the third function of 
the financial officer—his place in top 
management as the coordinator of finan- 
cial planning. Business must chart its 
financial course if it is to achieve its ob- 
jective of making profits. To do this, 
management must recognize that profit 
is the end result of balancing the effect 
of its activities on customers, employes, 
shareholders, and the community at large. 

Pricing policy must recognize competi- 
tion, both at home and abroad; the elas- 
ticity of demand for the company’s prod- 
ucts; and the need for recovering costs of 
production, marketing, and administra- 
tion. Production scheduling and methods 
must be aimed at the lowest possible cost. 
Wage policy must recognize the degree 
of skill and effort required of employes. 
Dividend policy will be determined by 
profits and the need for retaining earn- 
ings for reinvestment in the business. 
Decisions to replace or expand facilities 
will be influenced not only by the added 
teturn to be expected, but also by the 
responsibility of the individual business 
or industry to meet the needs of the com- 
munity as a whole. 

Business management is constantly 
faced with policy decisions in these vari- 
ous fields. Projections, expressed in fi- 
nancial terms, must continually be made 
to determine as reasonably as possible the 
effect of any proposed policy. The fi- 





nancial officer is able to coordinate the 
preparation of these projections, using 
the financial tools available to him. More 
importantly, he is then able to interpret 
them and take part in the ultimate de- 
cision-making. And at a later stage— 
again as a guide to future planning—he 
can measure the effectiveness of the de- 
cision as determined by actual perform- 
ance. 

So far, our discussion of the need for 
profit planning has been in rather gen- 
eral terms. Let us now deal a little more 
specifically with some of the areas where 
collaboration between the financial and 
nonfinancial members of the management 
team is so very important to an effective 
planning program. 


SALES PRICING 


The setting of selling prices is one of 
the more complex problems that the sales 
manager has to face. Many of the factors 
involved are difficult to evaluate, and as 
a result decisions are often made on an 





MR. SCULLY 


intuitive basis or even through a process 
of trial and error. 

How should the sales manager go about 
establishing prices? Competing products 
may provide a starting point or impose a 
limit to the range, but beyond this there 
are a great many things to be considered. 
No true scientific method exists for re- 
solving the many-sided question which is 
posed, but some factors can be evaluated 
and the area for discretion reduced ac- 
cordingly. 

The relationship between price and de- 
mand may be quite marked, and product 
costs will almost certainly vary with vol- 
ume. Where there is some flexibility in 
price, volume, and costs, the most profit- 
able condition should be computed. 

Product costs, for the purpose of price 
setting, have their own characteristics. 
They are costs for the future and may not 
conform at all to the actual costs of some 
particular period of operations. All the 
circumstances have to be evaluated and 
abnormal factors removed. Marginal or 
out-of-pocket costs may be appropriate 
under some conditions. They may provide 
an opportunity to increase total profits by 


setting a price above direct material and 
labor costs, but not necessarily above total 
cost including overhead expense. 

These are just a few of the problems 
that have to be resolved regularly in con- 
nection with pricing policy. Precise an- 
swers may not be obtainable, but much 
can be accomplished through cooperation 
between the sales manager and the finan- 
cial officer. 


MANUFACTURING-COST CONCEPTS 


An area calling for continuous pre- 
planning, with measurement of actual 
results against the plan, is that of manu- 
facturing costs. This field is usually con- 
sidered to be the most fertile so far as 
expense reduction and profit improve- 
ment are concerned. While this may not 
always be true, there can be no disagree- 
ment with the principle that manufactur- 
ing costs should be closely controlled. 

At what point, however, should the 
control be applied? 

Should it be left as a supervisory re- 
sponsibility at the spending level and ex- 
ercised at the time the money is spent, or 
should control be established in advance 
through a budget system? 

Can a budget system be flexible enough 
to permit alteration if conditions change 
and increased or reduced spending be- 
comes desirable? 

An efficient cost system is an important 
aid to planning and control. To be really 
effective it must provide timely figures, 
yet more often than not reports are too 
late to be of much value. There may be 
a question of whether a system of fully 
allocated costs is the most suitable or 
whether profit planning would be im- 
proved through the use of a direct-cost 
system. 

Should current costs be measured 
against a standard, or is historical data 
adequate for the purpose? 

Do those responsible for performance 
and costs really understand and use the 
figures produced, or do they consider that 
all the data are assembled to keep the 
financial officer happy? 

The behavior of the different elements 
of cost under changing conditions pro- 
vides interesting study. For example: 


Does management appreciate the sig- 
nificance of variable and fixed costs? 

Does it know what its fixed costs are, 
and can it forecast the effect on product 
costs of variations in the level of opera- 
tions 7 

Can it determine when to continue 
making a product that returns less to the 
company than full cost of production, 
ind when to replace it with something 
else? 

How does it decide whether the com- 
pany will be better off by buying a part 
rather than producing it? (Turn page) 
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These are some of the questions that 
arise during the normal conduct of al- 
most any business, and there is no pat 
answer to any of them that will fit all 
circumstances. Conditions vary not only 
from plant to plant, but from period to 
period within the same plant. But if the 
production manager and the financial 
officer work together, answers can be 
found and much accomplished towards 
the reduction of manufacturing costs and 
the improvement of profits. 


ADMINISTRATIVE 
AND SELLING EXPENSES 

From the point of view of expense 
control and profit improvement, adminis- 
trative and selling expenses often fail to 
get the attention that they deserve. His- 
torically, considerably more emphasis has 
been put upon the analysis and control 
of manufacturing costs. 

All too frequently, there has been a 
tendency to look on administrative and 
selling expenses as fixed, and not subjects 
for the same type of control measures as 
are used for manufacturing costs. In ac- 
tual fact, of course, there is almost no 
spending by business today that is not 
variable to some degree. 

Does management know what its ad- 
ministrative and selling costs are? 

Has it an analysis that readily can be 
used for control purposes? 

Does it know what volume of sales 
the company must have to cover these 
costs, after absorbing all the manufactur- 
ing expenses? 

To what extent can selling expenses be 
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assigned to specific products to determine 
the profit by lines? 


CAPITAL EXPENDITURE 
EVALUATION 


It seems to have become common prac- 
tice today for business publications to 
carry frequent articles dealing with the 
financial measurement of capital expendi- 
tures, and there are probably few subjects 
on which there is such lack of unanimity 
as to how this should be done. 

Yet measurement of the effects of these 
capital expenditures is one of the most 
important elements in a financial planning 
program. Its significance has been em- 
phasized in recent years by increasing 
automation and the greater investment 
required in plant and equipment. 

How should we decide whether or not 
a machine should be replaced? 

How do we choose between two al- 
ternative machines? 

How do we rank several proposed ex- 
penditures so that the best use will be 
made of available capital? 

These things can be measured in dol- 
lars and cents, and there are a variety of 
ways of measuring. No one way is fool- 
proof, however, and the method chosen 
can vary from one project to another. A 
decision might be based on a payback 
figure, on a simple return-on-investment 
calculation, on a computation using the 
discounted cash flow method, or on any 
combination of these. 

In the selection of the approach, in 
forecasting the effect on profits, and in 
judging the reliability of the results, the 
financial officer has a vital role to play. 








“Gee, Fred, thanks for saving me a seat!” 


RETURN ON INVESTMENT 


We have touched rather briefly op 
some of the areas where continuous cop. 
trol and planning should be applied, ang 
we have mentioned some of the problems 
that arise. Informed and objective soly. 
tion of these problems can result in profit 
improvement. The program cannot be 
considered complete nor fully effective 
however, until the component plans are 
coordinated and expressed in dollars fot 
the business as a whole. 

Sales projections; manufacturing, ad. 
ministrative, and selling expense fore. 
casts; working-capital requirements; and 
capital-expenditure programs must all be 
brought together to produce estimates of 
profits and of the company’s financial po. 
sition as far ahead as is practicable. And 
we must determine not only where the 
company is going, but whether or not the 
course that has been charted is the most 
satisfactory and suitable in all the cit. 
cumstances. 

Some measurement of the projected 
profits is needed, and for most manufac. 
turing enterprises this must include a 
form of return on investment. Again, 
however, we have a variety of questions; 
for instance: 


What is meant by investment? 

Should it be shareholders’ investment 
only, or the total of all monies invested 
in the business including borrowed capi- 
tal? 

Should the investment for this purpose 
be expressed in dollars as shown by the 
balance sheet, or in current dollars? 

In any case, what is a reasonable rate 
of return? 

How should it compare with others’, 
not only with competitors’ but with other 
industries’ ? 

How close are we to it, and what can 
each manager, each division, do to insure 
its attainment? 


CONCLUSION 


Over the past few decades, significant 
advances in concepts and techniques have 
been made in accounting and its related 
fields of business economics and finance, 
and financial men have greatly extended 
their influence in the business world. 
However, in doing this they may have 
also developed a language, an outlook, 
and an attitude which others sometimes 
find difficult to understand and accept. 

A better appreciation of their function, 
the services which they can perform, and 
the part which they can and should play 
in the general conduct of business 1s 
something that financial managers them- 
selves should carefully foster and that 
their associates in other fields should 
energetically seek. 
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Prentice-Hall, Inc., extends a Special Invitation 


to readers of The Controller 


- FR EE torto days’ examination . . . 
FINANCIAL CONTROLS 
FOR MANAGEMENT 


By RONELLO B. LEWIS 

















Let us send you this long-awaited guide, to examine for 10 days and judge its value to you. 
“FINANCIAL CONTROLS FOR MANAGEMENT” merits the attention of everyone who 
wishes to see his financial controls working hard for cost economies, company growth, and a 
higher return on investment. It provides superior solutions to both day-to-day and long-range 


control problems. 


Here are many new ways to strengthen your financial 
controls and turn them into sensitive, razor-sharp tools for 
carving out bigger profits. 


A few of the highlights of this extraordinary book: 


@ 3 unorthodox but successful methods of keeping your 
books on a cash basis for better planning and control 


@ A system of payroll control which is superior on sev- 
eral counts to systems in prevailing use today 


@ How to save cash and tax dollars through the use of 
last-in first-out inventory valuations 


@ How to get more inventory turnover per investment 
dollar with a resulting increase in sales and earnings 


@ How to make a dollar of cash go farther in accom- 
modating the daily needs of your business 


@ How to improve your profit-planning with A-B-C fore- 
casting techniques (spelled out in detail) 


@ How to relate capital spending for company growth 
to the long-range profit returns 


@ How to make every research dollar pay off in results 


@ How to raise capital from within the company by 
diverting working funds into more productive areas 


These are just a few of the ways this book will help you exert 
tigid control over the dollars your company lives on. There is 
no doubt that the controls Mr. Lewis advocates, when properly 
set up and supervised, can lead directly to improved earnings 
On capital invested or available for investment. That is the 
overriding purpose of this book—to provide a better medium 
for the communication of facts and figures relating to past, 
Present, and future profit returns. 


Why not take advantage of the many successful control 
methods so clearly explained in this book? These techniques and 
devices, ideas and recommendations go far beyond the erratic 
controls in general use today. They increase vigilance over 


every penny spent or earned . . . ferret out danger spots... 
and offer immense help on the road to greater net profit. Send 


for your free trial copy today—mail coupon below. 








ABOUT THE AUTHOR 


Ronello B. Lewis has nearly 30 years of accounting, financial 
and management experience to his credit. He served as Controller 
of the Radio Corporation of America, and spent seventeen years 
with two large merchandising companies, where his responsibili- 
ties fell in the area of accounting reports and other control serv- 
ices. 

As Vice-President and Controller of Olin Mathieson Chemical 
Corporation, he was responsible for preparing clear, pertinent, and 
easily readable financial services for management. 

Mr. Lewis was also a partner in a prominent firm of invest- 
ment brokers, is a member of the Controllers Institute of America, 
and served for a number of years as a Trustee of the Controller- 
ship Foundation. 

A background so varied and extensive well qualifies Mr. Lewis 
for his present business activity as a financial consultant to for- 
ward-looking management in more than twenty companies. 


Other Books by Ronello B. Lewis 


Accounting Reports for Management $17.50 
Profit Planning for Management $19.50 
Financial Analysis for Management $25.00 











PRENTICE-HALL, INC., Dept. 5128-L1 
Englewood Cliffs, New Jersey 


Please send me for 10 DAYS’ FREE EXAMINATION 
a copy of “FINANCIAL CONTROLS FOR MANAGE- 
MENT” by Ronello B. Lewis. At the end of ten days I 
will either remit $20 (plus a few cents for postage and 
shipping) in full payment—or simply return the book 
and owe nothing. 


Also send me for free 10-day examination: 








(1) Accounting Re- 0 Profit Planning (J Financial Anal- 
ports for Man- for Manage- ysis for Man- 
agement ment agement 

Name 

Address 

City Zone State 








10-DAY FREE EXAMINATION OFFER 




















Reprinted from the August 5, 1961 issue of 
Business Week by special permission. Copy- 
righted 1961 by the McGraw-Hill Pub- 
lishing Company, Inc., New York, N. Y. 
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Lynn A, Townsend, left, moved up through the ranks at Chrysler Corp. as ; 
protege of L. L. Colbert, right. Now he takes the presidency as Colbert bows ont. 
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As Business Week pointed out in its August 5, issue: 


“For the second time in a week, an ac- 
countant was selected as president of a 
giant corporation. 

“On ‘luesday, General Electric Com- 
pany announced the election by the board 
of directors of Gerald L. Phillippe as 
president. Five days earlier, Lynn A. 
Townsend was the directors’ choice for 





F. W. ACKERMAN 
The Greyhound Corp. 
Chicago, Illinois 


THE CONTROLLER............... | 





RAYMOND D. BALCOM 
Forbes Lithograph Mfg. Co. 
Boston, Mass. 


president of Chrysler Corporation. Both 
men are accountants. 

“The choice of men with accounting 
experience . . . was logical [after recent 
unfavorable publicity in connection with 
conflict-of-interest and price-fixing]- for 
two companies that want to insure stricter 
management control. Also, both men have 


CLARENCE A. BICKEL 
Robert W. Baird & Co. Inc. 
Milwaukee, Wisconsin 





LLOYD R. BOLING 
Dorr-Oliver Incorporated 
Stamford, Connecticut 





the benefit of a working knowledge of the 
financial operations of all departments of 
their companies. A third reason is the 
intensified competition these companies 
face and their desire to hold down costs, 

“Phillippe, 51, has been comptroller 
and chief financial officer of GE since 
T9536.66F 

Gerald L. Phillippe, who has served as 
a director of Controllers Institute of 
America, has contributed on several oc- 
casions to THE CONTROLLER (most te- 
cently with “Management Training at 
General Electric’ in the August 1961 
issue). Lynn A. Townsend, a former 
member of the Institute, had earlier held 
the post of comptroller at Chrysler. 

The two men, although their names 
currently echo loudest in controllership 
circles, are by no means the only financial 
officers and Institute members to have 
risen recently to the top of America’s 
leading corporations. On the following 
pages are the names—with, in many cases, 
the pictures—of 68 others. A total of 142 
is listed in the Institute’s records. 





J. D. BRUCE, JR. 
A. P. de Sanno & Son, Inc. 
Phoenixville, Pa. 
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ORVILLE S. CARPENTER 
Texas Eastern Transmission 
Corp. 

Houston, Texas 


HERBERT P. BUETOW 
Minnesota Mining & 
Mfg. Co. 

St. Paul, Minnesota 





GERALD J. DIERKER 
Jamaica Water Supply Co. 
Inc. Jamaica, New York 


ROBERT L. DICKSON 
Walter Kidde & Company, 


Belleville, New Jersey 





i ~ 


M. O. FERRINI 
Perkins Machine and 
Gear Company 
West Springfield, Mass. 


L. E. FELTON 
Green Giant Company 
Le Sueur, Minnesota 


EDMUND L. GRIMES 
Commercial Credit 
Company 
Baltimore, Maryland 


H. S. GENEEN 
International Telephone & 

Telegraph Co. 

New York, N. Y. 











J. H. CLAWSON 
Puget Sound Power & 
Light Co. 
Seattle, Washington 








GEORGE S. DIVELY 
Harris Intertype Corp. 
Cleveland, Ohio 





M. C. FRAILEY 
Western Greyhound Lines 
Div., Greyhound Corp. 
San Francisco, Calif. 





LEO R. GRUBER 
Drovers National Bank 
of Chicago 
Chicago, Illinois 











RICHARD E. DERBY 
Uncle Ben’s, Inc. 
Houston, Texas 


W. C. DAVIS 
Steelcase Inc. 
Grand Rapids, Michigan 





CHARLES E. EBLE 
Consolidated Edison Co. 
of N. Y., Inc. 

New York, New York 


ROBERT G. DUNLOP 
Sun Oil Company 
Philadelphia, Pa. 





GEORGE D. GEE 
Interstate Securities Co. 
Kansas City, Missouri 


ROBERT |. FREDERICKS 
Giffen Industries Inc. 
Coral Gables, Fla. 








EDWARD J. HANLEY 
Allegheny Ludlum Steel 
Corp. 
Pittsburgh, Pa. 


GORDON E. GRUNDY 
Studebaker-Packard of 
Canada, Ltd. 
Hamilton, Ontario, Canada 
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HARRY F. HARRINGTON 
The Boatmen’s National 
Bank of St. Louis 
St. Louis, Missouri 































HAROLD S. KUHNS 
Xerox Corporation 
Rochester, N. Y. 


LOUIS R. MENAGH, JR. 
Prudential Insurance Co. 
of America 
New York, N. Y. 





JAMES W. SHIELDS 
Judd & Detweiler, Inc. 
Washington, D. C. 


SCOTT HARROD 
Ditto, Incorporated 
Chicago, Illinois 





JOHN A. LAWLER 
Aeronca Mfg. Corp. 
Middletown, Ohio 





A. GORDON PATTERSON 


Yale & Towne 


Manufacturing Co. 
New York, N. Y. 


ALFRED A. SMITH 


Black, Starr & 
Gorham Inc. 


New York, N. Y. 


ALBERT V. HARTL 
Otter Tail Power Company 
Fergus Falls, Minnesota 





WAYNE C. MARKS 
General Foods Corporation 
White Plains, New York 





GEORGE F. PLUMMER 
Dunlop Canada Limited 
Toronto, Ontario, Canada 


FRED R. SULLIVAN 
Monroe Calculating 
Machine Co., Div. of Litton 
Industries Inc., Orange, N.J. 


ROBERT E. HARVEY 
New York Shipbuilding 
Corp. 
Camden, New Jersey 





WALTER P. MARSHALL 
Western Union Telegraph 
Co. 

New York, N. Y. 


J. H. REID 
Standard Paving & 
Materials Ltd. 
Toronto, Ontario, Canada 





JAMES F. TOOLEY 
Canadian Aviation 
Electronics Ltd. 
Montreal, Quebec, Canada 


GEORGE R. HERZOG 
Union Commerce Bank 
Cleveland, Ohio 


e 


J. L. McKEE 
Allied Laboratories, Inc. 
Kansas City, Missouri 








HAMILTON SHEA 
WSVA Shenandoah Valley 
Broadcasting Co. 
Harrisonburg, Virginia 





JOHN R. TUTTLE 
Crouse-Hinds Company 
Syracuse, New York 
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FRANCIS D. WEEKS 
Lamson Corporation 
Syracuse, New York 





A. L. WILLIAMS 
International Business 
Machines 
New York, N. Y. 


WILLIAM G. GISEL 
Bell Aerosystems Co. Div. 
Aerospace Corp. 





H. GLENN BIXBY Buffalo, New York 
Ex-Cell-O Corporation 
Detroit, Michigan ERNEST J. HOWE 
Rochester Gas & 
GRANVILLE H. BOURNE Electric Corp. 
Commonwealth Services, Rochester, N. Y. 


Inc., New York, N. Y. 

HOWARD J. LANG 
LESLIE A. BRANDT Canada Iron Foundries, Ltd. 
Peoples Gas Light & Montreal, Quebec, Canada 


Coke Co. 


Chicago, Illinois NORMAN F. LUEKENS 


The Geo. Worthington 
Company 


MAXWELL CARLSON Cleveland, Ohio 
The National Bank of 
Commerce of Seattle W. S. McMENEMY 


Seattle, Washington Countess Mana, Inc. 


New York, N. Y. 
LAWRENCE COWEN 
Schick Incorporated ROBERT S. McNAMARA 
Lancaster, Pa. Secretary of Defense 
United States of America 
NICHOLAS DYKSTRA __ (formerly Ford Motor Co.) 
Mack Trucks, Inc. 


Plainfield, N. J. JOHN H. MOORE 
John Labatt Ltd. 
0. T. FITZWATER London, Ontario, Canada 


Indianapolis P & 


Riggs Distler & Co., Inc. 


Indianapolis, Indiana 
a Baltimore, Maryland 


ROBERT E. GARRETT 

United States Pipe & 
Foundry Co. 

Birmingham, Alabama 


GUY S. PEPPIATT 
Federal-Mogul-Bower 
Bearings, Inc. 
Detroit, Mich. 


T. P. GEDDES CHARLES A. SPECHT 
* tr “es Minerals & Chemicals 
‘arding Corp. Philipp Corp. 
Buffalo, N. Y. Menlo Park, N. J. 
JOE GIBSON EDWIN J. SPIEGEL 


The Rath Packing Co. Gaylord Container Corp. 
Waterloo, lowa St. Louis, Missouri 


OPERATIONS RESEARCH.......... 
An Operations Research Panel will discuss 
applications involving a variety of opera- 
tions research techniques with emphasis on 
practical benefits realized in each case. 

Sn cat stata eee arabian eb a Asaie ce ioe THE PANEL 
J. E. Townsend, Manager, Operations Anal- 
ysis Department, Union Carbide Corpora- 
tion, New York, N. Y. . . . Edward H. 
Bowman, Associate Professor of Industrial 
Management, Massachusetts Institute of 
Technology, Cambridge, Mass. . . . John 


chicago : Pardee, Arthur Andersen & Co., Chicago, 


sh el a oie eae TAX LEGISLATION 
Jay W. Glasmann, Ivins, Phillips and Barker, 
Washington, D. C. (formerly head of the 
Legal Advisory Staff, Secretary of the Treas- 
ury), will speak on the present status of tax 
legislation. 


CONTROLLER’S DEPARTMENT ........ 
A Panel of three Vice Presidents, each 
speaking on “How the Controller’s Depart- 
ment Can Be Most Useful to Me.” 





ee ee oe eS ce ae he THE PANEL 
| Donald A. Potter, Stewart-Warner Corpora- 
| tion, Chicago . . . W. G. Mason, Quaker 
| Oats Company, Chicago .. . E. A. Man- 


love, The Peoples Gas Light and Coke Com- 
pany, Chicago. 


THE ECONOMY and the SECURITY MARKET 
| A representative of an investment firm will 
talk about the present state of the economy 
with particular reference to the security 
market. 


MORE TOP-LEVEL SPEAKERS ........ 
Carter L. Burgess, President of American 
Machine and Foundry Company. . . and 
... J. L. Block, Chairman of Inland Steel 
Company, will address the Conference. 
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Pee rrr ee ee COMPUTERAMA 
Audio-visual presentations by nine com- 
puter manufacturers covering important de- 
velopments of the past year and new de- 
velopments on the horizon. 


INDUSTRY ROUND TABLES... <5 ..2... 
Concurrent round-table sessions covering 
twenty industry groups. 


_at the 
| Palmer House 


| sponsored by 
| the Chicago Control 






— 








A Variety of Approaches 


A Single Dominant Theme—— 


Company Growth 
Through Protit Planning 





TO THE HOMESTEAD, Hot Springs, Vir- 
ginia, speakers before the 1961 North 
Central Area Conference of Controllers 
Institute of America brought a concern 
for the necessity to plan a company’s fu- 
ture growth, if that company is to stay 
competitive with its rivals. 

This was the dominant theme, under- 
scored by several speakers, but foreign 
operations, the shape of current and fu- 
ture R&D programs, and the general eco- 
nomic outlook also came in for their 
share of comment and discussion. 


A PLANNING AND CONTROL SYSTEM 





(left to right) Roger A. Yoder, who presided; 
J. V. van Pelt Jil, who acted as commentator; 
and R. S. Laing, who addressed the session. 


Prefacing his remarks with the state- 
ment that too much planning and control 
discussion is based on the experience of 
a few large, decentralized companies, 
R. S. Laing, vice president, finance, of 
the National Cash Register Company, 
proceeded to outline some basic principles 
which every firm’s planning officer might 
well take into account. 

Mr. Laing listed the following three 
ingredients as essential to any effective 
system of management planning and con- 
trol: 


1. It must provide management, be- 
fore a decision is made, with all the 
available data pertaining to the matter 
under review. 

2. It must clearly define, with respect 
to the selected alternatives, the responsi- 
bility of each operating activity, and it 
must do so in sufficient detail so that 
actual results can be measured against the 


original plan and the responsibility for 
variances can be fixed. 

3. It must provide a reporting system 
to inform management of the progress of 
important programs and to show up vari- 
ances in time to permit corrective action. 


Drawing on the setup within his own 
firm, the speaker then described a system 
of management control—a profit plan— 
in which (a) top management outlines 
broad corporate g Alert (b) operating 
divisions develop their specific pe 
in light of the over-all corporate goals; 
and (c) control reports measure results 
and report progress towards established 
objectives. In connection with the last 
point, he emphasized that a real control 
system must report deviations from ob- 
jectives and not from forms or standards. 

Mr. Laing gave a detailed example of 
the profit plan in action at National 
Cash Register. He explained how a plan- 
ning “blueprint” for each major new 
product forecasts the anticipated return 
on investment before the project is ap- 

roved. Then, upon approval, clearly de- 
fined checkpoints are established for key 
elements of the project, and all aspects 
are reviewed regularly to identify vari- 
ances from the plan. When substantial 
variances from the plan are noted, the 
entire project is re-assessed to determine 
how the project should be modified to 
produce a satisfactory result. 

In other words—and here is a point 
which the speaker strongly emphasized— 
sound profit planning, such as 1s practised 
at National Cash Register, means build- 
ing cost reductions and profit margin 
into a product as it is being developed. 
It begins with the earliest establishment 
of the R&D project. 


THE ORGANIZATIONAL STRUCTURE 


A different kind of planning—plan- 
ning the organizational structure itself— 
was the topic dealt with by Robert L. 
Hershey, vice president, E. I. du Pont de 
Nemours & Company. The speaker de- 








fined the subject of his speech, “Organi. 
zational Planning,” as ‘‘an activity havin 
as its purpose the preparation for those 
changes which will be necessary to keep 
the organization at top efficiency.” 

Mr. Hershey described how, 40 years 
ago, a most intensive bout of “organiza. 
tional planning’ completely changed the 
structure of du Pont—and how the gen- 
eral structure then adopted has withstood 
the intervening decades. 

With the exception of a few functions 
which clearly seemed to cut across product 
lines, such as traffic, basic research, and 
general (office) services, the company’s 
former ‘“‘functional’” departments were 
displaced by ‘industrial’ departments— 
that is, the new division was made gen- 
erally according to marketing areas. The 
firm’s basic structure remains the same 
today. 

With a single responsible manager at 
the head of each of the new departments, 
coordination of the structure at corporate 
level has become the function of the Ex. 
ecutive Committee. Before the change, 
the Committee had been made up for the 
most part of the heads of the old func- 
tional departments, and the president of 
the company was not a member. 

But no head of the new industrial de- 
partments became a member of the new 
Executive Committee, and the members 
of the new Committee had no direct op- 
erating responsibilities. The president be- 
came a member of the Committee and its 
chairman. 

However, Mr. Hershey continued, “this 
is old history; as business history goes 
it is almost ancient. I have dwelt upon 
it not only because the present company 
still has the same basic structure but also 
because . . . there are in it significant 
points for organizational planning in all 
situations. 

“There was first of all an appraisal of 
performance, which was found to be un- 
satisfactory. There was a period of fact- 
finding to identify the causes of the 
difficulty. There was the formulation of 
a basic organizational plan—which in this 
instance more sharply defined areas of 
responsibility and authority, and _pro- 
vided better concentration and coordina- 
tion of effort. There followed a considera- 
ble period during which the basic plan 
was worked out in detail before it was 
put into operation.” 





(left to right) Robert L. Hershey, speaker, and 
Frank $. Capon, CIA president, who presided. 





aaa ed ee ee ee 


SEPTEMBER 1961 








450 
















(left to 
session; 
¢. Da 


Tak 
of pla 
sor of 
exami 
cedure 
decisi¢ 
cludec 
theory 
of an: 
as the 
mate 
use 0 
evitab 

But 
of caf 
pect 
metho 
uncert 
to unc 
ent-va 


ful.” 


TAX | 





(left to 
Hightow 
commen 


The 
the su 
partne 
Wenct 
while 
confers 
Planni 
Dwigt 
Kenzie 
anothe 
nedy’s 
tions 
Highto 
Foreign 
forms | 


of THE 


FUTUR 

Witl 
Impact 
Busine: 
laker, | 
Inc., I 


tapport 


THE CO 





gani- 
AVIN 

then 
keep 


years 
niza- 
1 the 
gen- 
stood 


‘tions 
oduct 
, and 
any’s 
were 
nts— 
gen- 

The 


same 


er at 
ents, 
orate 
e Ex- 
ange, 
r the 
func- 
nt of 


il de- 
- new 
nbers 
t op- 
it be- 
nd its 


“this 

goes 
upon 
apany 
t also 
ficant 
in all 


sal of 
e un- 
fact- 
f the 
on of 
n this 
as of 
pro- 
rdina- 
idera- 
plan 
t was 


r, and 
esided. 


961 








INVESTMENT DECISIONS 





lleft to right) G. J. Fischer, commentator for the 
session; Harold Bierman, Jr., speaker; and Owen 
C. Davis (who replaced P. B. Allen) presiding. 


Taking up the capital-budgeting aspect 
of planning, Harold Bierman, Jr., Profes- 
gor of Accounting at Cornell University, 
examined the present and future of pro- 
cedures for arriving at sound investment 
decisions. As for the present, he con- 
duded, ‘‘the state of capital budgeting 
theory leads to the present-value method 
of analysis, with the cost of capital used 
as the rate of discount.’’ And ‘“‘the ulti- 
mate switchover of corporations to the 
use of the present-value method is in- 
evitable.”” 

But, as Dr. Bierman sees the evolution 
of capital-budgeting theory, “‘we can ex- 
pect better methods in the future. These 
methods will take into consideration both 
uncertainty and a corporation’s reaction 
to uncertainty, and will build on the pres- 
ent-value method, making it more use- 
ful.” 


TAX PLANNING 





(left to right) Joseph J. Rice, presiding; Dwight 
Hightower, speaker; and J. F. Lillis, who acted as 
commentator for the session. 


The important area of tax planning was 
the subject of a talk by Leonard Raum, 
partner in the Washington law firm of 
Wenchel, Schulman and Manning. And, 
while Mr. Raum was addressing one 
conference session on “Effective Tax 
Planning—Its Nature and Importance,” 
Dwight Hightower, of Baker, Mc- 
Kenzie & Hightower, was speaking to 
another on the effect of President Ken- 
nedy's new tax proposals on the opera- 
tions of American firms abroad. Mr. 
Hightower’s speech, which was titled “Do 
Foreign Operations Have a Future?”, 
forms the basis of the article in this issue 
of THE CONTROLLER, page 424. 


FUTURE ECONOMIC DEVELOPMENTS 


With respect to the vital area of “The 
Impact of Scientific Developments on 
Business Planning,” Dr. Stephen F. Ma- 
laker, president of Malaker Laboratories, 
Inc., predicted the need for increased 
fapport between science and finance in 
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the management of a modern industrial 
enterprise. 

With the fast pace of present-day re- 
search and development gains, no longer 
can management, according to Dr. Ma- 
laker, afford to take the time for a de- 
tailed study of every new-product situa- 
tion. More decisions will have to be made 
on a technical level. 





(left to right) Thomas Allinson, commentator; Dr. 
Stephen F. Malaker, speaker; and Herbert M. 
Shilson, who presided at the session. 


But, unfortunately, “the economics 
which engineers receive in their academic 
training is as rudimentary as the science 
which accountants acquire during their 
collegiate life.’’ It would seem inevitable 
that the existing gap between the two 
must be bridged, since the business man- 
agers of growth industries will have to 
have a sound scientific, as well as eco- 
nomic, foundation. 

Dr. Paul W. McCracken, Professor of 
Business Conditions at the University of 
Michigan, saw some other problems to be 
overcome in achieving general business 





and economic growth. The first of these 
is the chronic oversupply of workers of 
certain ages (the very young and the very 
old), certain areas, and certain job-cate- 
gories (that is, “production” rather than 
skilled workers). 

A second problem is the price-level 
problem, with its unfavorable effect on 
exports, and a third is the obvious neces- 
sity for national budget and tax reform. 

Nevertheless, Dr. McCracken consid- 
ered that ‘The Economic Climate in 1961- 
1962,” the subject of his talk, seemed 
promising for business. He found the 
latest statistics favorable and the latest 
evidence suggestive that the decline in 
capital outlays is over. 

He foresaw rising levels of employ- 
ment and business activity, backed by the 
easy-money philosophy of the present ad- 
ministration. In Dr. McCracken’s view, 
there exists every reason to expect rapid 
expansion during the coming year. 





left to right) Dr. Paul W. McCracken, speaker; 
Eldred H. Scott, who presided; and Joseph J. 
Schofield, General Chairman of the Conference. 
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Protection Against 


Accounts Receivable 


Losses 


Credit Insurance is the first line of defense for the 


asset most subject to loss. 


Ask your London Guarantee Representative for 
your copy of our valuable booklet: Credit Insur- 
ance...Protection Against ACCOUNTS RECEIV- 
ABLE Losses. Or, if you prefer, write to... 


CREDIT INSURANCE DEPARTMENT 
So Guarantee — i ee C. id 


MEMBER OF THE PHOENIX OF LONDON GROUP 55 FIFTH AVENUE, NEW YORK 3, NEW YORK 
Over Sixty Years of Continuous Service In Credit Insurance 











EXECUTIVE® 


MEN, MONEY AND MOTIVATION: 
Executive Compensation as an 
Instrument of Leadership* 


By Arch Patton 


Anyone reading this book will come to 
at least three conclusions. First, that Arch 
Patton is without question an outstanding 
authority on executive compensation, for 
the data and surveys he uses in support of 
his philosophies demonstrate a thorough 
understanding of the compensation and 
incentive problems of the free enterprise 
system, and the reasoning presented in 
his findings and recommendations is well- 
founded and ‘just makes good sense.” 
The second conclusion one reaches is 
that adequate establishment and adminis- 
tration of executive compensation exist 
in relatively few companies, and third, 
! that a properly administered — 
} tion program will result in improved com- 
pany profits. 
The emphasis on executive compensa- 
tion is of quite recent vintage, having 
’ blossomed largely since World War II as 
competition developed for the new type 
executive, the specialist or professional 
manager. And, as the interest in this sub- 
ject increased, many companies _ hastily 
adopted some of the new-found “gim- 
micks,’”’ many of which were designed 
primarily to reduce taxes on executive in- 
come rather than as a phase or segment of 
sound compensation administration. These 
newly fashioned devices included pension, 
deferred compensation, stock option and 
other hastily conceived plans, developed 
in many instances by insurance companies, 
attorneys, actuaries or trust companies 
who had little knowledge of proper com- 
pensation administration, and less interest 
in whether the plans would add to the 
companies’ productivity. One such “‘spe- 
cialist’” stated “I give ‘em what they 
want.” 
To demonstrate the recent interest in 
incentive plans, the author says that at the 


* Published by McGraw-Hill Book Com- 
pany, Inc., 330 West 42nd Street, New York 
36, N. Y. $7.50. 








end of World War II only 18 per cent of 
industry had bonus plans while by 1960 
this had skyrocketed to 60 per cent. And 
yet, evidence shows that a majority of the 
bonus plans are not really productive, and 
many of them were inadequately estab- 
lished, poorly administered and are sadly 
in need of repair. 

In addition to pointing out the pitfalls 
of poorly established and inadequately 
administered plans, the book effectively 
describes the various elements of execu- 
tive compensation which should be care- 
fully considered in order to create the 
proper incentives for executive motivation 
and to have the maximum effect on com- 
pany profits. The author clearly describes 
the many motivational elements that 
“make a man tick,” pointing out that the 
value of money as an incentive has de- 
clined steadily with rising income taxes 
and that nonfinancial motivations are 
equally important in developing an execu- 
tive compensation plan. 

Among the many nonfinancial motiva- 
tions, promotion is considered by the 
author to be “the most important single 
incentive where the individual is con- 
cerned.”’ Part of the reason for this is that 
when an executive is promoted at least two 
nonfinancial rewards, status and prestige, 
generally accompany the salary increase. 
Status is another important motivation, 
and although its use as a compensation 
device has increased rapidly in recent 
years with the expansion of nice sounding 
executive titles, there are still companies 
which fail to utilize this compensation 
medium by using titles such as “chief 
clerk” or “general manager’ when many 
times the jobs are much bigger than the 
titles indicate. 

Other nonfinancial motivations which 
should be considered in developing an 
executive compensation program are the 
challenge one finds in his work, the urge 
to leadership, the lash of competition 
both outside of and within the company, 
and the approval of one’s associates. 


REVIEWED BY 





DUNCAN I. McFADDEN 
Director of Finance 


Stanford University 
Stanford, California 


It might appear from the foregoing t¢. 
marks that the author minimizes the Value 
of money as a means of executive com. 
pensation. This is not so—perhaps the 
reason so much attention is directed tp 
nonfinancial motivations and incentives js 
because so little has been written aboy 
these vital elements of a good compensa. 
tion plan. Much of the book is devoted to 
the proper integration of these elements 
with cash compensation. Promotions and 
the addition of status titles are nearly al. 
ways accompanied by salary increases, and 
as the author points out money is the gen. 
erally recognized yardstick which megs. 
ures the value of a reward for accomplish. 
ment. 

In any sound system of executive com. 
pensation the use of money as a reward 
for competence must be mixed with other 
compensation elements, and the mix will 
depend to a large extent on the age of the 
rewarded individual, the stage in his ca- 
reer, and his need for money. For ex. 
ample, as the author says, ‘‘the young ex. 
ecutive reacts strongly to direct financial 
incentives that only mildly motivate the 
executive in the final decade of his ca- 
reer,’ while “the status implication of be- 
ing made a vice president at little or no 
increase in pay is likely to prove a power- 
ful incentive to the senior executive.” 

In reading the book it is easy to recog- 
nize the pitfalls and faults of poor com- 
pensation plans, and to understand the 
many incentives that can be built into a 
good one. There are also some easy-to- 
grasp components of good compensation 
administration presented by the author, 
including a way to measure the proper re- 
lationship between salary and bonus, how 
to establish and distribute a bonus fund, 
and how to develop a fair relationship in 
the compensation between executive levels. 
Much of the book is devoted to admin- 
istration of executive compensation, but it 
is apparent that the actual development of 
a sound plan and the constant administra- 
tion required to insure its continued suc- 
cess is not an easy chore. 

Any good program must take into con- 
sideration the kind and size of the com- 
pany, its competition, organizational struc- 
ture, and the personalities and capabilities 
of its executives. And the difficult task of 
establishing divisional and departmental 
goals, assigning them as the responsibil- 
ities of individual executives, and subse- 
quently judging performance by means of 
a carefully designed appraisal system 
would require considerable study and 
planning. 

Men, Money and Motivation should be 
required reading for personnel directors, 
organization specialists and compensation 
administrators. The latter classification 1s 
probably found in few organizations, but 
as more recognition is given to the com 
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cepts advanced by Mr. Patton, and as 
capable administration of an incentive 
rogram begins to show profit increases, 

haps more top executive positions will 
fe concerned primarily with compensation 
administration. 

The book is not one that can be di- 
ested quickly or easily, and some of the 
charts and graphs may be difficult for 
anyone not directly connected with per- 
sonnel management to follow. Thus the 
top company executive may not have the 
time nor inclination to read it. He should, 
however, sufficiently understand the prin- 
ciples advanced so that he can initiate 
and support the establishment and ad- 
ministration of a sound executive com- 
sation program with enough incentive 
built into it to make a marked effect on 
company profits. 


SoURCES AND METHODS OF 
INTERNATIONAL FINANCING* 


AMA Management Report #59 


Subtitled ‘‘Practical Guides for U. S. 
Investors and Traders,” this report is de- 
signed to provide U. S. businessmen en- 
gaged in or contemplating overseas trade 
or investment with first-hand information 
about the nature and extent of the finan- 


cal and other assistance available to them | 


for this purpose, whether from private 








WORTH 
LOOKING 
INTO ..26- 











sources or from governmental or quasi- | 


governmental agencies. 

Among the institutions in the latter 
group whose resources, services, and 
methods of operation are described are 
Eximbank, DLF, ICA, IMF, the World 
Bank, IADB, IFC, and Britain’s ECGD. 
Among the private sources discussed are 
the so-called Edge Act corporations, Eu- 
topean commercial banks, Swiss credit in- 
stitutions, and the Latin American capital 
market. 


* Published by the American Management | 


Association, Inc., 1515 Broadway, New York 
36, N. Y. Price $4.50 (AMA members: $3.00). 


Cost ACCOUNTING: 
ANALYSIS AND CONTROL* 


By Gordon Shillinglaw 


_ An accounting text which may, because | 
it 1s mainly concerned with management | 


uses of cost accounting, be particularly 
well suited to the needs of the executive 
in search of a general brush-up and re- 
view. 

The author has placed his emphasis on 
what managers want and need to know, 
and on how this information may be put 
to its best use. He stresses principles rather 
than procedures and has tried to present 


his material in such a way as to make it | 
intelligible to the executive whose formal | 


accounting training may have been brief 
and is now half-forgotten. 


* Published by Richard D. Irwin, Inc, 
omewood, Illinois. $10.65. 
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Centralization vs. 


Decentralization 
in Organizing the 
Controller’s Department 





How far decentralization should be car- 
ried in the controller's department; factors 
influencing the effectiveness of the de- 
partment in providing high-quality in- 
formational service, performing the serv- 
ice effectively, and facilitating executive 
development, especially in controllership. 


$6.00 





The whole-dollar concept seen in the 
working systems of 14 companies selected 
for variety as to size and type of indus- 
try, complete with specific details and 
clear-cut procedures. Plus five informative 
articles in the appendices, a bibliography, 
extracts of government regulations per- 
taining to whole-dollar accounting, and 
an analytical summary. $7.50 


Whole-Dollar 
Accounting 


Business Experience 
with 
Electronic Computers 


A synthesis of what has been learned 
from EDP installations, based on the ex- 
perience of 17 companies. Covers the 
decision-making study; selection of equip- 
ment; company education and public re- 
lations; establishing an operating plan 
and a program timetable; programming, 
coding, testing, and conversion; operating 





the 





A non-technical report showing how EDP 
costs can be calculated for comparison 
with other data processing systems. In- 
cludes organizing the feasibility team, 
selecting areas for study, analyzing pres- 
ent procedures, determining equipment 
requirements and costs, installing the 
computer, operating costs, operations re- 
search. $4.00 


$5.00 


EDP center, and much more. 


Appraising 
the Economics of 
Electronic Computers 














C) Centralization vs. Decentralization ($6.00) 


C Whole-Dollar Accounting ($7.50) 
CI Business Experience with Electroni 


Send me: 


(] Appraising the Economics of Electronic Computers ($4.00) 





[-] Check enclosed. 


Orders from outside continental U.S. and Canada must be accompanied by remittance. 


CONTROLLERS INSTITUTE RESEARCH FOUNDATION, 2 Park Ave., N.Y. 16, N.Y. 


[] Bill me. 


c Computers ($5.00) 


C) Bill my company. 

















CIA >> NEWS 


Presidents of the 
CIA Controls : ; | 
1961-1962 CHARLES uae WM. F. SCHREIBER 


Arizona Biltmore Estates, Inc. Erie County Savings Bank 






















































SECTION IIl* 
Arizona Buffalo 








GREGORY M. SHEEHAN CHARLES R. MILLER M. B. TENNANT FREDERICK F. SCHANTZ 


General Electric Company 


Louisville Michiana Montreal Newark 





ALFRED A. ERICKSON FRANK P. FLINT W. J. BANKS E. J. DRENCKPOHL 
Marine Bancorporation Institutional Products Div. International Shoe Company Green Giant Company 
General Foods Corporation 


Seattle Southern Connecticut St. Louis Twin Cities 


MATHEW J. LUDWIG W. H. GREENFIELD HERBERT M. SHILSON CHESTER M. WARMAN 
Basic Incorporated Republic Nat’! Bank of Dallas The Cross Company Methodist Hospital of Indiana, Inc. 
Cleveland Dallas Detroit Indianapolis 





LEONARD S. ZIEVE 
The Toni Company Diy, 
The Gillette Company 


Chicago 





PAUL B. CATE 
Hallmark Cards, Inc. 


Kansas City 





T. L. ACKERMAN 
Home Laundry Dept. C. G. Conn, Ltd. W. Clark, Limited Ward Leonard Electric Co. The Mountain States Telephone 
Telegraph Company 


Rocky Mountain 





not available 
at time of going 





Picture 


to press 








* SECTIONS | & Il comprising 36 Controls appeared in the July and August issues of THE CONTROLLER 


ARTHUR C. WARNER 
E. H. Sheldon and Company 


Western Michigan 


——————— 
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European Management Center 
fstablished in Brussels 


The growing and obvious need for 
management training abroad has led to 


the establishment of the first IMA* | 


management center in Brussels. 
The European center follows the suc- 


| 


| 
| 
| 


| 
| 


cessful operation of IMA’s Management 


Center do Brasil, opened in Sao Paulo 
in July 1960, in which some 500 Bra- 
ilian executives have received training. 
The new center, which is being readied 
for a September 1, 1961 opening, will 
be provided with booths, microphone 
and amplifier equipment for simultane- 
ous translation of the sessions in four 
languages—English, German, French 
and Italian. Fully equipped training 
rooms will have a capacity or 80 to 100 
executives in simultaneous meetings. 
“There has been a progressive break- 
down of barriers which is rapidly bring- 
ing the United States and European 
market together in management think- 
ing and planning,” states Frederic E. 
Pamp, Jr, IMA president. The great 
program of interchange and mutual ed- 


ucation in management which AMA has | 





developed in the United States must | 


now be extended to Europe . . . United 
States managers want to learn from 
their European counterparts, just as the 
latter have been eager to learn from the 
United States. 


“IMA can also render a real service 


to managers of Europe. Up to now 


there has been no single central place | 


where managers from all countries of 
western Europe could meet on a year- 
round basis to learn from one another. 
We know from experience that new 
management ideas and the development 


of people are as necessary to the sur- | 


vival of companies as are product re- 


search and development in this day of | 


telescoping time and distance.” 

One of the first sessions to be held 
in the new center in October 1961 will 
be a special course for chief executive 
oficers of European companies. Five 
presidents of United States companies 
will team up with the AMA president 
in conducting special company presi- 
dents courses such as have been offered 
for several years in the United States 
by AMA. Each American will team with 
a European chief executive in present- 
ig Management principles. 


pe. 


*The International Management Associa- | 


tion is the foreign arm of the American 
Management Association. 


— 





COST CONTROLS 
factory, clerical or marketing operations 
send for 
BOOKS, FORMS and STUDIES 
by Frederick M. Eisner, C.P.A. 
Complete set—$15,00 


Linda Ave. Charles M. Eisner 


(eee 
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Refund if not satisfied | 


White Plains, N.Y. | 








_-If you removed the blindfold, you’d see 
a window that looks like this. It’s a 
“Check Window” that shows a full 
registration of figures entered — while 
there is still time for their correction. 
Of all the ten-key adding machines 
made in America today, only the 
| Friden has it. All others are “blind”. 
The operator can’t tell what figures 
| she has entered until they are added 
or printed. Then it’s too late. 


These are other advantages: the exclu- 
sive ‘“‘Natural Way” keyboard, de- 


Sets 








z nas ie ) ae 
figurework 


done 
blindfold? 


An extra-wide platen for roll paper 
and wide forms. Automatic red-print- 
ing of negative values. Automatic 
credit balances. All live control keys. 
And special features for rapid, effi- 
cient multiplying. 


Looking for accuracy, speed, versatil- 





aaa oc ah eer 





ity (and ruggedness) all in one ma-— 


chine? Call your local Friden man for 
a demonstration. Or write: Friden, 
Inc., San Leandro, California. 


THIS IS PRACTIMATION: automa- 
tion so hand-in-hand with practicality 
there can be no other word for it. 


ITiden 


signed to fit the user’s hand perfectly. ’ Sales, Service and Instruction Throughout the U.S. and World | 
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speed payroll auditing 


The Cincinnati Clipper, a fully automatic time recorder, 
> speeds payroll auditing. See for yourself. And, by printing 
up-the-card and never overprinting . . . Clipper handles 
both incoming and outgoing employees on close or irregu- 
lar schedules. “Start-Stop” signals are optionally available. 


Get the full story from your nearby Cincinnati represen- 
tative or write for literature. 


“if it’s about time . . . call for Cincinnati’ 


& 
1735 Central Avenue 


Cincinnati 14, Ohio 
Gentlemen: 
Please send me your new bulletin on the Model 2000 Clipper. 


Name Title 





Company 











Rental vs. Purchase of 


Data-Processing Equipment 
(Continued from page 432) 


are involved and who should bear them) 
Equipment must earn more than enough 
to break even on its cost. 

For instance, breaking even on the cost 
of borrowing capital to buy equipment 
will not benefit the company. The risk 
taken by the bank is much less than that 
taken by the company, since the bank 
expects payment regardless of whether 
the computer application is successful, 
The company should compute the te. 
quired rate of return to pay itself for the 
greater risk involved. 

Leasing equipment may lessen some 
risks, since the manufacturer may offer 
needed repairs or replacements at no 
extra cost. In some cases the rate of re. 
turn can be averaged over a number of 
machines, ponspe some rented and some 
owned, to guard against unforeseen losses 
from an individual piece of equipment, 

The rate of return a company expects 
from its equipment is a policy decision 
which must made in advance. The 
problem lies not in determining that a 
piece of equipment will meet the mini- 
mum company standards, since any equip- 
ment the company acquires is expected to 
make at least this minimum profit, but in 
determining whether lease or purchase 
will bring the highest profits. 


INCOME TAX 


The present value concept plays a 
significant part in the effect of federal 
income taxes on lease-purchase decisions 
due to the difference in cash flow stem- 
ming from deductions for rental pay- 
ments and deductions for depreciation. 
The tax rate of 52 per cent on profits 
means that greater deductions create more 
investment capital which can compound 
itself throughout the useful life of the 
equipment. 

Generally speaking, the impact of fed- 
eral income taxes works to the advantage 
of lease over purchase. Immediate de- 
ductions for depreciation can be in- 


| creased by using double-declining balance 


or sum-of-the-years-digits methods for 
tax accounting. However, in a few years 
the deductions for lease payments catch 
up, and over the life of the equipment 
they usually offer a more stable and 
profitable tax deduction. 

The differences must be computed cate 
fully for each company, since a slight 
variation in rate of return or costs may 
make a significant difference in the over 
all effect of the taxes. For instance, put 


| chase would be more favorable if a com 


pany were able to make large enough tax 
deductions for depreciation during the 
early life of the equipment to earn mort 
on immediate investments using this 
money than it could make later with 
money from rental deductions. Purchase 
also favors equipment with a shorter 
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yseful life, since the accrued deductions 
for ental payments do not have time to 
offset the early gains from accelerated de- 
reciation deductions. 

It should be noted that organizations 
which qualify as nontaxable charitable 
or educational institutions will not have 
this problem. In these cases decisions 
which might otherwise favor leasing may 
swing toward purchase as the more prof- 
table means of acquisition. 


OTHER FACTORS 


A factor which must not be overlooked 
in the purchase of a system of data-proc- 
esing equipment is the element of in- 


flexi 


ility that is inherent in owning | 


equipment. This inflexibility may be | 
either an advantage or a disadvantage. It | 


adds stability to the company’s data-proc- 


essing system, yet it limits the ability to | 


make changes quickly in case of im- 
portant technological advances in equip- 
ment. The advantage of trade-in or sal- 
vage at the end of the useful life of the 
equipment may be outweighed if the 
urchaser feels he is locked in too 


tightly, without the escape hatch of a | 


90-day cancellation clause. 

Servicing and maintenance considera- 
tions enter the picture no matter how the 
equipment is acquired. The user who 
leases may find the manufacturer more in- 
terested in his problems, and more anx- 





ious to provide good service, maintenance | 


and even “packaged” programs as part 
of the contract. Quite often the manufac- 
turer has a systems-and-procedures staff 
of well-trained specialists who can help 
the user solve many of his problems. On 
the other hand, the user who purchases 
his equipment may be able to get a con- 
tract for the same service (although per- 


haps with less manufacturer interest) | 
from the manufacturer, or from a separate | 


computer service company, at less cost. 
A situation weighing heavily in favor 


of purchase arises in a company which | 


plans to use its data-processing equip- 
ment for more than one shift. Although 


manufacturers offer discounts on multi- | 
shift use, lease payments involving more | 
than one shift can add up very quickly, | 
while the purchase price remains the | 


same, 

Equipment which has a large ratio of 
‘dle time also usually favors purchase, 
since the rental payments will continue 
even though the machine is on a half 
shift schedule. The company which con- 
templates raising or lowering the work- 
load of its equipment should consider 
how a future change in the workload 

(Continued on page 458) 


“NER” describes hundreds of $7,000-$35,000 
Executive job openings monthly 





Write for free copy. 


National Employment Reports 
105 W. Adams, 830-C2, Chicago 3, III. 
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HERE’S A HI-TEST THAT 
MUST IMPROVE PROFIT 


































POWER 


te 








_, 


R & § high octane use of 


MACHINES, 
MANPOWER, 
METHODS, 


delivers the most eco- 
nomical and dependable 
results for your data 
processing dollar 
because — 


@ you pay only for actual 
“mileage” (production time 
per application) 

@ costs are known from start 
to finish of processing runs 
(no hidden or extra costs) 
and you can be sure of reach- 
ing objectives on time 

® power to spare for peak- 
loads, without paying over- 
time or coping with person- 
nel problems 





Besides, you have no invest- 
ment in rental, purchase and 
housing of equipment, hiring 
and training help, or the ex- 
pensive mechanics of program- 
ming. 


We would like you to try this 
“hi-test” data processing service 
for profit improvement — telephone 
or write: Dept. C-7—no obligation 
of course. 


RECORDING & STATISTICAL CORPORATION 


DATA 
PROCESSING 
SPECIALISTS 


ReS 


Executive Offices: 176 Broadway * New York 38, N. Y. 


Data Processing Centers 


New York: 
omce Boston: 
1911 Chicago: 


San Francisco: 
Montreal: 
Toronto: 





100 Sixth Ave., New York 13, N. Y. WOrth 6-2700 

566 Atlantic Ave., Boston 5, Mass. Liberty 2-5365 

223 W. Jackson Bivd., Chicago 6, Ill. HArrison 7-7357 
560 Sacramento St., San Francisco 11, Cal. EXbrook 2-4341 
407 McGill St., Montreal, Canada. Victor 2-3831 

439 Wellington St., W., Toronto, Canada. EMpire 3-4951 
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Without a carefully planned paperwork system a company is missing out 
on one of its finest opportunities to improve profits. Low form cost is 
important. But, the really sizable savings in business forms is determined 
by what the forms do... the control, the speed, the cost reduction they 
bring to company operations. This is why the help of your Standard Register 
business forms representative is so valuable. He can make the purchase 
of your business forms an exceptional value. Want proof? Ask him to show 
you case histories illustrating how planned paperwork gives a company 
competitive advantages. 


STANIDARD REGISTER 
@ BUSINESS FORMS 


PAPERWORK SIMPLIFICATION / THE STANDARD REGISTER CO., DAYTON 1, OHIO 














will affect the financial status of the com. 
pany’s data-processing equipment. 

Automatic programming, one of the 
more recent developments in electronic 
data processing, has added another flexi. 
bility factor to lease-purchase compari. 
sons. A number of manufacturers have 
developed specialized programs which 
simplify the language used to deal with q 
specific computer and make it easier for 
analysts and programmers to use the ma- 
chine. These programs tend to tie the 
users to the manufacturer. 

More recently, however, a compre. 
hensive automatic programming language 
has been developed by computer users 
and manufacturers under the leadership 
of the Department of Defense. This is 
COBOL, Common Business Oriented Lan. 
guage, which allows an interchange of 
data between different machine models 
and manufacturers, and which has the 
added advantage of writing programs in 
a language resembling English. These 
programs are understandable to persons 
who are not fully conversant with elec. 
tronic computers. 

Wider adoption of CoBoL will tend to 
make leasing more promising to com- 
panies who feel they want to “‘stay ahead 
of the game” by having the latest ma- 
chines, or who wish to retain maximum 
flexibility in changing manufacturers. 
When coBoL becomes fully implemented, 
the company which has used it to program 
its work will be able to retain its program 
routines through a shift in models, or 
even a change in manufacturers. 


GOVERNMENT POLICY 


Governmental agencies, especially the 
Federal Government, are probably the 
largest single group of computer users. 
In spite of its tax-free position the Fed- 
eral Government, as of June 1960, had 
purchased only 85 of its 540 computers 
being used for nonmilitary or intelligence 
jobs, according to a Bureau of Budget 
report. Plans for the fiscal year 1961 
called for only four machines to be pur- 
chased out of about 100 on order. As in 
industry, governmental agencies have dif- 
ficulty pushing a large appropriation 
through the legislative bodies, and are 
willing to take the expedient way out by 
leasing. 

Recently, however, the Bureau of the 
Budget and the General Accounting Of- 
fice began studying the situation to de- 
termine the savings which could be made 
by purchasing this equipment. The study 
showed that many agencies leased equip- 
ment as a matter of policy (tradition) 
because of the difficulties involved in 
making specific cost-study justifications 
for purchase. 

The Bureau of the Budget is now try- 
ing to establish criteria which should be 
considered when making a lease-purchase 
decision. A report to Congress by the 
Comptroller General, dated December 
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1960, summarized what is probably pres- 
ent government thinking in the statement: 
"We believe, however, that government 
agencies should give more consideration 
to purchasing ADP equipment, particu- 
larly in those instances where savings can 
be demonstrated over a period of several 
eats even though large capital outlays 
would be involved initially.’’ 


CONCLUSION 


Although each company must make 
Jease vs. purchase decisions on data-proc- 
essing equipment based on its own situa- 
tion, a summary of broad factors may be 
helpful. ; 

In general, leasing is advisable when 
rental costs work out to be less than the 
purchase price through the useful life of 
the equipment. 

Rental reduces the capital investment 
in a company, freeing the money for 
other uses. 

Although the importance of leasing as 
a hedge against obsolescence is often 
overrated, dropping a lease can cut losses 
if an application should be unsuccessful. 

Furthermore, rental allows flexibility 
in changing models or manufacturers as 
dictated by fluctuating business conditions. 

Cases in which the future uses and costs 
of the equipment are in doubt may be 
solved by leasing the equipment with an 
option to buy, although this option may 
prove to be an expensive addition to the 
contract. 

A certain amount of caution is neces- 
saty when planning the financial benefits 
derived through leasing, however, since 
some of the so-called advantages may dis- 
solve under the cold light of figures, and 
“lease’” may turn out to be an illusory and 
costly word for “borrow.” 

Purchase can hardly be said to be il- 
lusion, yet it is difficult to state specific 
“buy signals.” 

High usage calling for extra shifts will 
often tip the scales in favor of purchase. 

So will a useful life extending well 
beyond the point at which rental pay- 
ments would overtake the purchase price. 

Some companies may feel the stability 
that owning equipment adds to their data- 
processing system may be enough to offset 
advantages which would come through 
leasing. 

Certain factors cannot be measured 
teadily in cash values, and are significant 
only when used in conjunction with cost 
comparisons. These factors must be 
weighted more or less according to their 
effect on an individual company. No two 
companies have exactly the same data, on 
which to base a lease-purchase decision, 
and the most important factor in any 
company’s choice is the care with which 
the facts and figures are compiled and 
weighed. 





*Review of Automatic Data-Processing De- 
velopments in the Federal Government, The 
Comptroller General of the United States, De- 
cember 1960. 
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“How AMERICAN APPRAISAL 
unveiled a $9,800,000 


tax phantom”’”’ 


“One of our manufacturing facilities 
has, recently, presented a potentially 
expensive ad valorem tax problem. 


“‘It was being carried, on the local 
tax rolls, at a $16,000,000 assessment 
— which had, at one time, been a real- 
istic figure. However, we have been 
engaged in cutting back our operation 
in that area, dismantling buildings, 
and removing equipment, with an eye 
toward eventual clearance of the site, 
to be followed by the creation of a new 
and far more efficient industrial park. 


‘‘Despite this physical reduction in 
value, we had been unable to reach any 
agreement with the local assessor on an 
equitable reduction in taxable value. 


“At this impasse, the dollars in- 
volved demanded that we seek relief 
from the Board of Review and, in pre- 
paring our presentation to them, we 
retained American Appraisal, to ex- 
amine our findings with an impartial, 
professional opinion on the current 
value of the facility in question. 


“Their report, supporting our 
valuation of only $6,200,000, was 
readily accepted, without argument, by 
the appeal Board, thus effecting an 
immediate assessment reduction of 
almost $10 million. We must credit 
the professional techniques, documented 
interpretation, and recognized integrity 
of American Appraisal which, in con- 
junction with the efforts of our own 
plant manager and administrative 
personnel, helped bring about this 
valuable readjustment to a fair and 
acceptable tax base.”’ 





This experience is typical of the assistance provided 
by American Appraisal service to industry, public 
utilities, commercial enterprises, and institutions. 


A letter to our Home Office will bring immediate, 
interested response. No obligation, of course. 


MERICAN 
PPRAISAL 


COMPANY. 


Home Office: 525 E. Michigan St., Milwaukee 1, Wisconsin 
Established 1896—World’s Recognized Appraisal Authority 
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Updating Defense According to William B. Bergen, pres- 
“re g hinkj ident of the Martin Co., in an article in 
Contract Thinking The Exchange, “a third World War 


Defense contractors will have to shift would be an ‘inventory’ war—short de- 
their thinking to produce successfully in 1Sive and employing equipment already 
the event of a third World War. In to- in operational readiness. This means the 
day’s highly technological defense activ- defense contractor must create a fluid in- 
ities, one of the least understood para- ventory, that is, he must continually in- 
doxes is that it will become increasingly corporate the latest advances in technol- 
impossible to take advantage of mass pro- 8Y and strategy. He cannot just put 
duction because designs cannot be frozen together an already developed system 
and then turned out in volume. Nowa- Without making any conceptual contribu- 
days by the time a missile reaches the tion. Few requirements are as important 
firing pad, often major improvements are as the ability to take a project through 
already being incorporated into subse- successive generations of improvement. 
quent models. “The loss of America’s monopoly of 





WHAT IS THE ROLE OF TAX MANAGEMENT 
IN AMERICA’S MULTIBILLION DOLLAR INDUSTRIAL COMPLEX? 


One authoritative answer is contained in a study—the 
, first of its kind—just completed by McKinsey & Company, 
New York management consultants, for Tax Executives 
Institute, Inc., national organization of corporate tax ad- 
munistrators. 

The report is entitled “Organization for Effective Tax 
Management.” The objective of the study was to render a 
service in the field of corporate management by (1) de- 
veloping a definition of the corporate tax management func- 
tion, and (2) determining appropriate organizational re- 
lationships for the function. 
> The study falls into four major subdivisions: ‘“The Di- 
mensions of Corporate Tax Management,” ‘“The Require- 
ments for Effective Tax Management,” ‘The Significance 
of Organizational Factors,’ and ‘““An Appraisal of Organ- 
izational Alternatives.” 

In shaping its conclusions, McKinsey & Company inter- 
viewed many individual managers whose primary concern 
was the day-to-day conduct of tax management activities in 
their companies, and individual members of top manage- 
ment to whom these tax managers report. A questionnaire 
was also developed and circulated to a large group of Amer- 
ican and Canadian corporations, over 300 of which were 
returned, thus giving McKinsey & Company a far broader 
coverage of the tax management activity than the interview 
schedule would have permitted. 


the hydrogen bomb made obsolete the 
old concept of preparedness under which 
power resided in the country with more 
and bigger arms or the ability to produce 
them in overwhelming quantities once 
war began. In its place,’ Mr. Bergen 
said, “went a doctrine of technological 
war that makes national survival depend. 
ent on the maintenance of a ready-to-go 
arsenal of deterrence as modern as to. 
morrow.” 


The Open Road 
to Executive Advancement 


On the basis of American industry's 
fairly rigid rule that executives retire at 
age 65, the next five years should be good 
ones for executive advancement, accord- 
ing to a recent survey made by Dun’s Re- 
view. During those years big business will 
have to find replacements for no fewer 
than 72 per cent of its present board 
chairmen, 30 per cent of its presidents, 
and 33 per cent of its vice cevaiine 

The year 1965, the survey found, should 
be the best in terms of executive oppor- 
tunity. In that one year, the nation’s 100 
largest corporations will have to replace a 
total of seven chairmen, nine presidents, 
and 60 vice presidents. 

Looking ahead two more years, the 
chances seem particularly good for reach- 
ing the vice presidency of a major com- 
pany. Three out of every ten of the pres- 
ent incumbents now fall into the 60-64 
age category and another 19 per cent are 
between 55 and 58. Thus, without even 
taking into account the growing trend 
among many executives to retire before 
reaching 65, fully one half of these vice 
presidencies should become vacant over 
the next seven years. 


Thick, Heavy Fringe 

Back in 1959, the last year for which 
such figures are available, major supple- 
mentary employe remuneration was cost- 
ing the average U. S. manufacturer a little 
over 45 cents an hour per production em- 
ploye. This figure, cited in a recent te- 
port by Commerce Clearing House, broke 
down roughly into halves, one comprising 
the part which found its way into workers 
paychecks and the other the part which 
was credited to their accounts for future 
benefits. ; 

More specifically, paid leave—vacation 
pay, sick pay, holiday pay, and pay for 
military and jury duty—averaged 13.5 
cents an hour per worker. Premium 9 
for overtime, holiday work, and shift dif- 
ferentials—cost an average of 9.7 cents 
an hour. 

Legally required payments—social se- 
curity, unemployment, and workmens 
compensation—added 10.1 cents per hour, 
while private welfare plans accounted fot 
the remaining 12.1 cents per hour. 
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“If you’re thinking about a Corporate Trust or Fiscal 
Agency, talk to the people at Chase Manhattan” 


New York’s leading bank has the 
men and the experience you need 
to handle Corporate Trust details at 
high-level efficiency. 


Any corporation or governmental unit 
considering a bond issue will find it 
profitable to talk to the people at Chase 
Manhattan. 

Chase Manhattan’s Trust Division is 
staffed with people long experienced 
in every detail of acting as Trustee and 
Fiscal Agent. Their experience plus the 
technical skill they have acquired by 











long and large practice enables them 
to serve you efiiciently and administer 
the many details of any agreement, no 
matter how complicated. 

The range of Chase Manhattan trus- 
teeship runs from the nation’s biggest 
toll roads to its most expansive utilities. 
Chase Manhattan corporate trust cus- 
tomers extend to every corner of the 
free world. These are merely statistics 
of experience. But they can be valuable 
to you. 

If you are an officer of a corporation 
or a governmental unit, talk to the 


people at Chase Manhattan about your 
trusteeships. The address is 1 Chase 
Manhattan Plaza, New York 15. The 


telephone number— LL 2-2222 


THE q 3 

we 
CHASE 
MANHATTAN 
BANK 


CHARTERED IN 1799 


Member Federal Deposit Insurance Corporation 








TOP MEN ... 

G. L. Phillippe has been elected presi- 
dent of General Electric Company, New 
York. . . . Dunlop Canada Limited, To- 
ronto, Ontario, Canada, recently elected 
George F. Plummer its president... . 
Otto G. Schwenk recently became presi- 
dent of Dover Corporation, Washington, 
Db, < 





MR. SCHWENK 


NEW CONNECTIONS ... 


John C. Barrows has been appointed to 
the newly created position of underwrit- 
ing analyst of the United States Aviation 
Underwriters, Inc, New York. ... 
James E. Caldwell has become adminis- 
trative vice president of City Specialty 
Stores, Inc., New York. . . . Joseph E. 





MR. BARROWS 





Clermont is now controller of Hills-Mc- 
Canna Company, Carpentersville, Ill... . 
Jacques A. Dufresne is now manager of 
the financial management division of Jet 
Propulsion Laboratory, Pasadena, Calif. 
John C. Grace recently became financial 
vice president and controller of Magnolia 
Paper Company, Houston, Texas... . 
William B. Jordan Ill was elected treasurer 





MR. CALDWELL 


of Chesebrough-Pond’s, Inc., New York. 
. . . Steven A. Kodess is now director of 
business administration of the Wiltwyck 
School for Boys, Inc., New York... . 
William T. Leitner is treasurer of the 
International Division, Olin Mathieson 
Chemical Corporation, New York... . 
L. S. Parsons has assumed the responsibil- 





Ask Bo M 
about: 


Treasurers 

Controllers 

General 
Accountants 

Budget Specialists 

Auditors 

Cost Accountants 

Machine 
Accountants 

Systems Men 

Tax Specialists 








The right man2 


To you and your organization your personnel 
problem is a special one indeed: that is why 
a talk with one of our highly qualified staff 

. in complete confidence . . 
valuable in bringing about a prompt and com- 
pletely satisfying solution. Available to you 
always is the intimate experience both in ac- 
counting and personnel servicing for many 
companies, large and small. Write or call 
Frank W. Hastings, Kingsley 6-2300. 


BUTTRICK & MEGARY 


Organization Builders for Over a Generation 


Western Saving Fund Bldg., Philadelphia 7, Pa. 


. proves so 














MR. PARSONS 





ities of general manager of Muller. 
Grocers Baking Company, Grand Rapids 
Mich. . . . Charles J. Simons is now 
controller of Eastern Air Lines, Miami, 
Fla. 


HONORS TO... 


Otto W. Strauss, Scarsdale, N. Y., who 
has been designated “Alumnus of the 
Month” for August 1961 of Pace College, 
New York. Mr. Strauss recently retired as 
vice president and treasurer of Combus- 
tion Engineering, Inc., New York. . . . 
Dean P. Fite, vice president-corporate af. 
fairs, Procter & Gamble Company, Cin- 
cinnati, who has been elected to the board 
of directors of the Cincinnati Chamber 
of Commerce. . . . Allen Seed, control- 
ler of Motec Industries, Inc., Hopkins, 
Minn., who was elected president of the 
Minneapolis Chapter of NAA. 

John V. van Pelt Ill, vice president-f- 
nance and controller of Vulcan Materials 





MR. SIMONS 


Company, Birmingham, Ala., who was 
given the John Pugsley award for 1960-61 
by the Birmingham Chapter of NAA. 
. . . Don W. Huber, treasurer, Cowles 
Magazines, Inc., New York, who was 
elected senior vice president of the Tax 
Executives Institute, Inc., Washington, 
D. C., and C. Edward Connelly, comp- 
troller, Cone Mills Corp., Greensboro, 
N. C., who was elected to TEI’s board 
of directors. 


PROMOTIONS . . . 


James H. Buell is now vice president 
and general manager of the Mechanical 
Division of Doughboy Industries, Inc., 
New Richmond, Wis. . . . Raymond W. 
Cummings was elected vice president-f- 
nance of Crouse-Hinds Company, Syra- 
cuse, N. Y. . . . The election of Samuel 
T. Gustina as controller of Aluminum 
Company of America, Pittsburgh, Pa., 
was announced recently. . . . Roland F. 
Hallett is now vice president and treasurer 
of Rexall Drug and Chemical Company, 
Los Angeles, Calif. 

John J. Hartmann has been elected to 
the new position of vice president in 
charge of the agriculture and cattle opera- 
tions of Kern County Land Co., San 
Francisco, Calif. . . . Stephen Loidl, Jr. 
is now treasurer of Leeds & Northrup 
Company, Philadelphia, Pa. . . . Robert 
E. Pfenning was elected comptroller of 
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MR. THOMSEN 


General Electric Company, New York. 
_,. The election of Alexander H. Reyn- 
olds, Jr. as vice president of Leeds & 
Northrup Company, Philadelphia, Pa., 
was announced recently... . Carl J. 
Thomsen is now senior vice president for 
financial accounting and corporate com- 
munications of Texas Instruments In- 
corporated, Dallas, Texas. Mr. Thomsen 
js a director of Controllers Institute of 
America. 


ERRATUM .. . 


The July issue of THE CONTROLLER 
announced the appointment of Chester G. 
Gifford as vice president and treasurer of 
Simoniz Company, Chicago, Ill. Mr. Gif- 
ford is president of Simoniz and has been 
for some time. The new vice president 
and treasurer is Stephen Sandrik. 


NEW APPOINTMENTS .. . 


E. W. Kelley recently became vice presi- 
dent and general manager of the Birds 
Eye Division of General Foods Corpora- 
tion, White Plains, New York... . 
Henry H. Tippett is assistant controller of 
Daystrom, Incorporated, Murray Hill, 
N. J... . William A. Atchison is treas- 
uret of Sheaffer Pen Company, Fort Madi- 
son, Iowa. 


ADDITIONAL DUTIES... 


William B. Alexander is vice president 
and comptroller of the Baltimore Na- 
tional Bank, Baltimore, Md. . . . Frank 
DeFazio was elected vice president and 
secretary-treasurer of American Sterilizer 
Co., Erie, Pa. . . . Robert F. Morris’ elec- 
tion as vice president and treasurer of 
Don Baxter, Inc., Glendale, Calif., was 
announced recently. Mr. Morris is West- 
etn Area Vice President of Controllers 





ASSISTANT CONTROLLER 


Outstanding personal opportunity for re- 
cent CPA with national company located 
in New England. We have over 2000 
employes and assets exceed $200 million. 
Full controllership expected within three 
to five years. MBA helpful. Starting sal- 
ary between $10,000 and $12,000 plus 
full benefit program. Moving expenses 
paid. Please forward resume to 
Box D 2520 
THE CONTROLLER 
TWO PARK AVE., NEW YORK 16, N. Y. 
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MR. KELLEY 


MR. MORRIS 


Institute. . . . Andrew J. Phelan is vice 
president and comptroller of Pan Ameri- 
can-Grace Airways, Inc., New York... . 
Ernest C. Brelsford was elected vice presi- 
dent-finance of Thompson Ramo Wool- 
dridge, Inc., Los Angeles, Calif. He will 
continue as treasurer. 


COMPANY CHANGES .. . 


John J. Clarson has been named treas- 
urer and E, Roger Montgomery has be- 
come controller of United States Plywood 
Corporation, New York... . Paul F. 
Swantee was elected assistant vice presi- 
dent of International Telephone & Tele- 


graph Corp., New York. David |. Margolis | 


succeeds him as treasurer. 


AUTHORS... 


Hans C. Todt, comptroller, Bristol Lab- 
oratories Division, Bristol-Myers Com- 
pany, Syracuse, N. Y., authored an article 
on “Opportunities in Private Account- 


ing,” which appeared in a recent issue of | 


the Accounting Forum. 


SPEAKERS ... 

John C. C. Byrne, vice president-fi- 
nance, Robertshaw-Fulton Controls Com- 
pany, Richmond, Va., spoke on the sub- 
ject ‘Finance, Policies and Financial 
Planning” at the 14th annual convention 
of the National Federation of Financial 
Analysts Societies held recently in Rich- 
mond. 

Robert E. Pfenning, comptroller, Gen- 
eral Electric Company, New York, spoke 
at the recent Convention of the American 
Accounting Association at the University 
of Texas, Austin, Texas, on the sub- 
ject ‘‘Business Information Systems.” . . . 
Paul H. Elicker, vice president and treas- 
urer, Smith-Corona Marchant, Inc., New 
York, was a guest speaker at a recent 
American Management Association semi- 
nar at Saranac Lake, New York, on the 
subject of “Planning To Meet Corpora- 
tion Growth.” . . . The discussion leader 
at the AMA seminar to be held at the 
LaSalle Hotel, Chicago, Ill., September 
11-13, on “Appraising and Financing 
Corporate Mergers and Acquisitions,” 
will be John L. Woods, vice president-fi- 
nance, Amphenol-Borg Electronics Corp., 
Broadview, IIl. 





are your employees earning th 


Retirement Plans can pay their way 


| 


for MORE EMPLOYEE SECURITY 
and MORE COMPANY PROFITS 


WILLIAM J. HOWELL 











controllers 


1 “Six Ways To Cut Costs and 
Which | !mprove Your Business Insurance” 
of these | 2 «How To update Your 

did you Workmen’s Compensation Coverage”’ 
3 “How the True Insurance 
Consulting Firm Serves Business 
Today”’ 


miss? 





SEND FOR YOUR COPIES TODAY 


. 
fotn Liner ASSOCIATES, INC. 


INTERNATIONAL INSURANCE ADVISORS 
26 Newton Street * Weston, Mass. 








NO INSURANCE SOLD 








FINANCIAL EXECUTIVE 


OPENINGS 
FIDGAIEIAS Vo Siie's avian taiuwete $25,000 
Automotive bkgd. Midwest 
REMIND 5c haleceawadcuawsiclas $25,000 
Heavy equipment mfr. 
ASST. TO TREASURER ......... $14,000 
Knowledge of acquisitions 
SYSTEMS & PROCEDURES ....... $14,000 
Data processing bkgd. 
Submit detailed resume in confidence on 
above positions to: 

D. J. LaFlaur 

ok * * 
COMNTRMIREI  s wacds nade watecads $15,000 
Gen. mfg. bkgd. 
TAX ACCOUNTANT. ....ccccsaces $10,000 
U.S. Canadian Tax exp. 
CHIEF ACCOUNTANT ...0..cc0: $10,000 


Some cost bkgd. excellent opportunity for 
promotion. 

COST MANAGER. 6 ccccscccesac $12,000 
Stand. & Job—electronics exp. 


Submit detailed resume in confidence on 
above positions to: 


J. W. Rayner 
* * * 
Hundreds of positions are now available. 


For opportunities bulletin send name and 
home address to Mr. D. J. LaFlaur. 


CADILLAC ASSOCIATES, Inc.* 


29 East Madison Chicago 2, Ill. 


*“‘Where more Executives find their posi- 
tions than anywhere else in the world.” 

















Be Happy When They Gripe— 


When They Don’t, Beware! 


Edward M. Ryan 


IGHTY PER CENT of 200 executives sur- 
E veyed by the Dartnell Corporation on 
the subject of office grievances feel that 
the absence of griping on the part of 
employes is a most unhealthy sign. In- 
deed, the controller of an Ohio insurance 
company commented: ‘When grievances 
cease to accumulate in your office, it is a 
major danger signal. Either your super- 
visors are giving too much away or they 
are too hard to approach.” 

Opinion among firing-line office admin- 
istrators is that handling employe dissatis- 
factions in an office where there is no 
negotiated grievance procedure—as is the 
case in most companies—requires stand- 
ard practice, a good knowledge of human 
relations on the part of supervision, and 
a smattering of the wisdom of Solomon. 
This is especially true in view of the 
avowed declaration of some of the great 
unions to bring some 14 million white 
collar workers into the fold. 


THE PROBLEM AREAS 


What are the main problem areas 
among clerical workers? 
What is atypical” grievance? 


Well, in Exhibit I are the views of 
some 200 executives associated with the 
area of office administration. They are 
listed in order of “popularity.” Since 
many executives listed several types of 
complaints as common, the percentages 
are developed from the total tabulation. 


Other listed gripes include complaints 
about food service in the company cafe- 
teria or vending machines, lack of being 

The spokesman for a Columbus, Ohio, 
insurance company, pointing to the fact 
that the firm’s clerical staff is made up 
mostly of young people, says, ““Most com- 
plaints here revolve around someone else’s 
wages, mode of dress, or constructive 
criticism by the supervisor about their 
work.” 

The assistant controller of a Detroit 
steel company reports that most grievances 
in his office organization center around 
job descriptions and job classifications. 
On the other hand, a San Diego office 
manager (boat transportation company) 
feels that “the average gripe in today’s 
office comes from those who wish to have 
the company do everything for them 
while they don’t do a damn thing to be 
part of the mutual effort.” He adds, 
bitterly, “The reason our dollar won't 
do for people what it used to do is be- 
cause too many people won't do for it 
what they used to do.” 


A PLUG FOR GRIPING 


Harry Henderson, formerly director of 
communications, Owens-Corning Fiber- 
glas Company, and now vice president of 
the public relations firm, Burson-Marstel- 
ler Associates, feels that “‘griping is tradi- 
tional with human beings—Americans in 
particular.” Henderson has just returned 


EXHIBIT | 
MOST COMMON OFFICE GRIEVANCES 


Dissatisfactions with the wage rate............... 85 per cent 
Complaints about particular supervisors.......... 80 per cent 








from a visit to Russia where he viewed 
as much of Russian employe relations as 
he could get next to. He says that griping 
there is “practically unheard of.” That js, 
gtiping in public, “but don’t kid your. 
self, they do it ‘behind the barn,’”’ he 
adds. 

However, anyone who ever served in 
our Army, Navy, or Marine Corps knows 
that griping is a 24-hour pastime for 
young Americans. And most officers of 
these services agree with modern execu- 
tives in saying so long as employes grum- 
ble about things, management can find 
what is wrong and try to do something 
about it. If there are no gripes, conditions 
may go from bad to worse before man- 
agement has an inkling of the situation. 


WHO HANDLES GRIEVANCES 


Less than 60 per cent of the companies 
studied have a set and established policy 
or system for handling office-type griev- 
ances. Another five per cent have no pol- 
icy other than to face the problem when 
it comes up. Still another 35 pet cent 
have no policy at all. The controller of a 
Michigan auto parts manufacturing com- 
pany comments, ‘“‘We used to let each 
section head handle grievances as they 
came up in his section, but there was so 
much variation in handling of similar 
problems, we finally worked out a formal- 
ized procedure some years ago. It has 
worked well and we at least are prepared 
to handle situations in a fair and equal 
way now, though we haven't stopped 
grievances from accumulating completely. 
I doubt if that can ever be done, outside 
of Heaven, or some place like that.” 

The immediate supervisor initiates 
grievance handling and carries through as 
far as he can in 85 per cent of the con- 
cerns surveyed, Others mentioned are the 
personnel manager and the office services 








General working conditions.................... 60 per cent manager. These percentages don’t tell the 
te soy cotpaiaash, nonesnap tC OEE 58 per cent whole story, however. Many concerns— 
Physical conditions in the office................. 47 per cent and the number is growing—now have 4 
TE EE TET POT RT 35 per cent step-by-step procedure designed to catty 
I 5 5, 0.5% be vaa pute Remain oe Sa a 30 per cent office complaints to a final and just con- 
NE, os SoU 3 cad dex eeaveneee 28 per cent clusion. Along these lines, Hans A. Feld- 
ios aw ou seas eee dan eke eae 25 per cent mann, former personnel manager of 
Arguments with fellow workers................-- 23 per cent General Mills and well-known Illinois 
Transportation to the office and home............ 18 per cent consultant, Ce out: “If policies are 
Oo errr ree 10 per cent already established and they cover the 
SFR. FEET LE EFT Cae LO ey oe SEPTEMBER 1961 
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grea brought up by grievance, you have 
4 systematic procedure to follow.” He 
warns, When trouble starts, it isn’t the 
ime to quickly develop a procedure.” 


THEY WANT “SATISFACTION” 


A woman office manager says, ‘‘Office 
grievances are like returning inferior 
merchandise to the store. If the customer 
doesn’t get satisfaction from the clerk 
who sold her the item, you can be sure 
she'll go to the buyer or departmental 
manager. If he doesn’t come through, 
she'll soon be upstairs trying to see the 
resident.” 

Of course, one might add, progressive 
retailers today use a standard system on 
returned merchandise just as progressive 
office management formalizes its grievance 
procedure. 

In unionized office situations, the griev- 
ance procedure depends primarily upon 
the contractual agreements. For instance, 
Donald R. Berry, personnel director, In- 
ternational Textbook Company, says, ‘“We 
ate partly unionized, but the following 
procedure applies to everyone. First, we 
determine whether the item is a complaint 
or an actual grievance (a violation of the 
contract). If it is a grievance, it is dis- 
assed with the supervisor first. If no 
satisfaction is forthcoming there, then it 
goes to the grievance committee of the 
union and representatives of the person- 
nel department. Of course, if it isn’t 
settled here, it goes to an arbitrator.” 


SELLING RULES AND REGULATIONS 

Because the great majority of employer- 
employe misunderstandings occurs as a 
result of a lack of knowledge about com- 
pany rules and regulations, many of the 
companies concentrate their efforts on 
“selling” such regulations to office em- 
ployes. Exhzbit II shows the way the 200 
companies with whom we have been in 
contact do it. 


UNIONIZED VS. NONUNION OFFICES 


Is it more difficult to handle employe 
grievances in a nonunion office than in an 
organized one? 

Or, does it work the other way around? 


Opinions vary. Over 60 per cent of the 
tesponding executives feel that it isn’t any 
hatder to handle the problems in a non- 
union office than in an organized one 
where the procedure is spelled out in the 
agreement. Typical comments follow: 


“In a nonunion office situation, only the 
gtievant must be satisfied—in a unionized 
st-up, the grievant and the steward must 
be satisfied.” 

“In the unorganized office you don’t 
have an aggressive third party to satisfy 
and placate.” 

“In a nonunion situation there is less in- 
tmediary bargaining required—the em- 
ployer sits down with the department 
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EXHIBIT II 
HOW COMPANIES SELL REGULATIONS 
eee er rere er reer se 85 per cent 
Emphasize rules at time of indoctrination......... 80 per cent 
Employe handbooks outlining policy............. 60 per cent 
Group meetings to “air problem areas”.......... 50 per cent 
Company magazine or newspaper features........ AO per cent 
Posters and bulletin board notices............... 30 per cent 


Employe-opinion surveys and playback of results. . .25 per cent 
Personal letters to employes from top management. . 20 per cent 


Putting emphasis on the “honor” system.......... 


head, or personnel manager (two-way 
negotiation). In the organized company, 
the employe sits down with management 
and the union (three-way negotiation).” 

“Union regulations frequently permit 
‘fine haggling’ of rights.” 

“Getting grievances settled directly is 
far better—they often grow in the re-tell- 
ing and can be handled more effectively 
and fairly in a nonunion office.” 


LEARNING TO LIVE WITH COMPLAINTS 


A wise clergyman recently stated that 
maétiage is 10 per cent personal happi- 
ness and 90 per cent adjustment to make 
others happy. He went on to say that the 
so-called ‘‘perfect marriage” is really an 
association of two people who have learned 
to respect and consider the feelings of 
each other. Employer-employe relations 
can be compared to this definition. 

You will never eliminate grievances, 
complaints and ruffled employe feelings 
from arising. They are part of our human 
make-up. And—if you do succeed in 
eliminating them altogether, you are ac- 
tually running an absolute dictatorship or 
you are giving the store away. Either ex- 


5 per cent 


treme is dangerous. The best way to face 
up to the situation is to develop a philos- 
ophy of understanding, coupled with fair 
but firm policies that must be followed. 
Then, be ready to handle variances in in- 
terpretation and definition of such policies 
in a consistent manner. 

Perhaps the worst thing management 
can do at a time when the threat of union- 
ization appears on the horizon is to run 
scared. You can’t buy an employe’s loyalty 
and keep him from joining a union if he 
wishes to. You can’t stop the movement 
with a last minute give-away program, 
either. The only way to face up to the 
problem of keeping employes contented, 
curbing the turnover rate and improving 
productivity is to develop policies that are 
best for your organization and see to it 
they are followed. Grievances, after all, 
are described in the little black dictionary 
as “‘a cause of uneasiness and complaint.” 
You can correct much of what causes this 
emotion, but let’s face it—you can’t con- 
trol what goes on in your employes’ minds. 
And, who was that bright old philosopher 
of another era who said, “In most in- 
stances, all an argument proves is that two 
people are present”’ ? 








ical data processing equipment. 








MANAGEMENT 
CONSULTANT 


\ prominent management consulting firm is seeking a Senior 
Consultant to work on assignments in the general area of man- 
agement controls in retail distribution. 


Experience should provide a knowledge of budgeting and ex- 
pense controls, accounting systems, office procedures and mechan- 


Income and growth opportunities are substantial. 


Send complete resume in the strictest confidence to: 
DEPT. 17-, C 


Box 226, Church Street Station 
New York 8, N. Y. 
























Computer-Age Control 


(Continued from page 438) 


a more advanced configuration. The other 
possibility is that of adopting the so- 
called satellite-system concept in which 
advanced small-scale computers are used 
in off-line data-predigesting or printing 
to release costly main-frame time. 

For the company at the punched-card 
level, a hardware-replacement move might 
offer a capacity gain or lower machine 
costs due to the more favorable capacity- 
price ratios of newer hardware. For the 
company still at the manual or key-driven 
level of office operations, the newer hard- 
ware might fr a an immediate cost-re- 
duction opportunity through personnel dis- 
placement, or perhaps an immediate 


future. 


cation is in a desirable Eastern city. 





Compensation, in addition to base salary, includes a liberal bonus. Lo- 


Replies will be treated in strict confidence. i 
Box D2525 


THE CONTROLLER, TWO PARK AVENUE, NEW YORK l6, N. Y. 








break-even situation with the possibility 
of providing capacity to absorb future 
growth without directly proportional cost 
increases. 


OTHER WAYS TO MECHANIZE 


The current emphasis on electronics 
notwithstanding, the concept of mechani- 
zation includes other possibilities of inter- 
est in the context of cost control. Many 
companies do not have the work volumes 
or characteristics which would support an 
electronic system. Other, larger companies 
may find that, while a computer system 
is indicated in one area of data process- 
ing, there are other areas to which other 
methods can more profitably be applied. 

Avenues of mechanization which merit 











FINANCIAL VICE PRESIDENT 
$50,000 


This is an excellent opportunity for a well-qualified financial executive 
who has had large corporation experience. 

Our company, with assets in excess of $500,000,000, has a number of 
branches and subsidiaries, and is highly regarded in its industry. 

The right man for this position possesses a broad background in corpo- 
rate finance and accounting, and is currently performing the functions 
of financial vice president for a sizable corporation or financial institu- 
tion. He should be capable of assuming greater responsibility in the 

















FILES CROWDING YOU OUT? 








Business papers are filed to be retrieved quickly when needed. 
Why clutter expensive filing cabinets and needed office space with 
obsolete records, making needed records difficult to file and find? 
Over 300 client companies have safely destroyed 30 to 50% of 
their records reducing unnecessary overhead costs for space, 
equipment, time and personnel.* 


Naremco (National Records Management Council) has pioneered 
in creating and installing effective management controls for: 

e Systematic records retention. 

¢ Scientific use of records storage space and low cost equipment. 
e Centralized and decentralized filing operations. 

¢ Uniform file classification systems for pinpoint location. 


e Vital records protection. 


*Case histories describing new techniques and cost reduction 
opportunities are available on request. 


reno SERVICES, INC. 


OXFORD 7-0290 





u 


MANAGEMENT CONSULTANTS + 555 FIFTH AVENUE, NEW YORK 17, N. Y. 








consideration by such companies include 
both punched-card and key-driven meth. 
ods, and often combinations of the two, 
The lowly bookkeeping machine still has 
an important place on the business scene 
as has the basic punched-card installation, 
Noteworthy improvements have been 
made in both these classes of business 
machines. Billing, sales analysis, payrolls 
accounts payable and receivable, and gen. 
eral ledger work are among the potential 
cost-reducing applications worthy of ex. 
ploration by the smaller industrial com. 
pany. 

Two mechanization-linked concepts are 
worth noting at this point. One of these 
is integrated or automated data process. 
ing. This concept, in essence, involves 
capturing data at the point of first te. 
cording in such a way that it can be proc. 
essed automatically in subsequent opera- 
tions. Work in this direction promises 
much in terms of cost reduction although, 
as can readily be appreciated, large-scale 
application is an extensive and exacting 
task of planning. It also presupposes a 
fair degree of mechanization. 

However, even the smaller company 
can benefit from limited application of 
the concept. For example, many smaller 
companies now employ newer key-driven 
billing machines for invoicing customers. 
These machines can be linked with key 
punches, directly or via punched paper 


tape, to produce sales-analysis cards. The , 


sales analyses can then be prepared either 
in an owned punched-card installation or 
by a service bureau. The operation can be 
extended to include receivables process- 
ing, and there are several other potential 
applications worthy of consideration by 
the smaller company. 

The other concept, a more recent one, 
has come to be referred to as the total 
systems concept. This is a rather advanced 
idea which envisages an integrated infor- 
mation system embracing the total data- 
processing activity, cutting across most 
traditional lines of organization, and 
headed by what we might call a director 
of information at the senior management 
level. A number of companies reportedly 
are planning or working in this direction. 

Although the total systems concept 1s 
pointed more towards improved informa. 
tion flow and reporting, its cost implica- 
tions seem significant. It will be interest: 
ing to see how successfully the concept 
can be applied and what the cost effect 
will be. 


IMPROVED SCHEDULING 


Work scheduling is another aspect of 
control. Adequate scheduling is a signifi 
cant consideration in any data-processing 
situation, of course, and it becomes in 
creasingly critical as the level of mechant- 
zation rises. At the risk of oversimplify- 
ing, we can say that all scheduling effort 
should be directed towards permitting as 
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consistent and even a workload as the 
unchangeable factors of fixed closing and 
report dates will permit. a 

There are areas of data processing in 
every company, of course, where external 
dreumstances dictate variations in work 
yolumes. Stock-brokerage firms are a 
dassic example since the daily workload 
is almost entirely dependent on the vol- 
yme of trading. However, within such 
externally imposed limitations there is 
often sufficient margin for adjustment of 
controllable factors to remove at least the 
worst aspects of workload imbalance. 

Cost control through scheduling im- 
provements should consider these possi- 
bilities : 

Examination of the total pattern of 
transaction’ cut-off dates as related to clos- 
ing and reporting schedules. Adjustment 
at either or both ends to widen the proc- 
essing time internally often offers a cost- 
reduction possibility. This can be espe- 
dally beneficial in highly mechanized 
operations. The important point in this 
connection is that some of the most re- 
strictive aspects of our work schedules 
may be self-imposed. , 

Consideration of shift operations in 
selected units. This possibility will assume 
larger proportions as office mechanization 
progresses and relatively fixed equipment 
costs tend to become a larger segment of 
the total cost of clerical operations. 

Judicious use of part-time help and 
overtime rather than staffing to meet peak 
situations of relatively short duration. 

An extreme case from the writer’s ex- 
perience will illustrate the effect of a 
simple scheduling change. A company 
employing a cycle-billing routine con- 
verted its billing and receivables system 
from billing machines to punched cards. 
With roughly two thirds of the workload 
converted and all the estimated require- 
ment of equipment and personnel on 
hand, the machine unit was working 12 
hours a day and barely managing to keep 
its head above water. 

In this situation, the only solution 
seemed to be either to revert to the former 
method or to increase the complement of 
punched-card equipment and personnel 
far above that originally estimated. To 
increase equipment and personnel would 
have meant turning an anticipated saving 
into a large loss, and to say that account- 
ing management was concerned is quite 
an understatement. 

To make a long story short, the trouble 
was simply this: in the former system a 
strict daily operation was maintained ; that 
is, all of today’s cycle of bills was pre- 
pared and mailed today. In the punched- 
catd method, the task broke down into 
four operations which had to be per- 
formed sequentially. Operation A had to 
be completed before operation B could 
be started, and so forth. When the times 
tequired for operation A through D were 
added together the total, sure enough, 
came to 12 and more hours, although at 
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various times through the day certain 
items of equipment were idle. 


The practical solution, fairly obvious to | 


anyone not too close to the problem, was 


to adopt a two-day processing interval; | 


that is, to perform operations A and B 
on today’s cycle of bills while performing 
operations C and D on yesterday’s cycle. 
This solution was adopted and the prob- 
lem disappeared as though by magic. The 
remaining workload was assumed within 
the normal working day. 

This example, admittedly an extreme 
one, is of interest not only in pointing up 
the importance of logical scheduling, but 
also in emphasizing the fact that sched- 
uling becomes increasingly important with 
advancing mechanization. 


LESSER DEVICES 

The influence of physical office facilities 
on costs is often overlooked. At today’s 
level of administrative and clerical salaries 
it seems only common sense to provide an 
office environment calculated to foster a 
high level of production. Adequate light- 
ing, air conditioning, noise control, and 
pattern of office layouts designed to fa- 
cilitate work flow are all sound invest- 
ments. The cost differential between sub- 
standard and superior facilities is usually 
insignificant in comparison with the pay- 
roll expenditure it houses. 

Aside from the indirect benefits of 
creating a production-stimulating physical 
climate, a review of space utilization can 
often be productive of direct economies. 
Reallocation of space in accordance with 
modern functional standards can result in 
releasing costly space. Certain service op- 


erations, such as captive printing installa- | 
| 


tions, volume addressing and mailing ac- 
tivities, and inactive and archives records 
storage can often be moved from pre- 
mium areas to functionally adequate 
lower-cost space. 

Of lesser interest is a device sometimes 
known as the cost reduction campaign. 


In the typical program all units of the | 
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organization are directed to examine their | 


areas continuously for cost-reduction pos- 
sibilities and to report action in this re- 
gard at regular intervals. Reports are 
consolidated at succeedingly higher or- 
ganization levels and periodic meetings 
are held to assess results. 


While programs of this type may be of 


some supplementary value in particular 
situations, they are somewhat hit-or-miss 


in nature and are usually productive of | 
Employes-sug- | 


only minor economies. 
gestions systems, which presumably are 
useful in morale or other contexts, usually 
play an even smaller role in cost control. 


A final approach to cost reduction, and | 


one which all of us wish to avoid, is what 
we might call reduction by management 


fiat. This is usually a device of last resort | 


and simply involves a management state- 
ment that staffing must be cut X per cent 
across the board. We don’t like it, it is 
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Computer-Age Control 
(Continued from page 467) 


nonselective; in fact, it has nothing to 
recommend it excepi that it usually works. 
It is to avoid such arbitrary action that 
it behooves us to lead rather than to be 
led in cost-control effort 


ENVIRONMENTAL FACTORS 


Having surveyed the more important 
of the devices and techniques available to 
us for cost reduction and control, let us 
consider those larger factors which in- 
variably condition the effectiveness of our 
effort in this direction. These are factors 
which we might consider environmental, 
as they set the framework within which 
the more specific devices must be made 
to operate. To a large degree the success 
of our control effort will be directly pro- 
portional to the favorability of these 
environmental factors. 

The first of these factors is organiza- 
tion. Is the pattern of grouping of func- 
tions and activities logical and effective? 


EMPLOYMENT * 


SERVICES ° 


Are areas of responsibility clearly defined 
and are areas of authority coextensive 
with those of responsibility? This factor 
is basic, since the individual charged with 
responsibility for cost performance should 
also be empowered to control the direct 
costs of his operation. 

Maintaining a reasonably high level of 
quality in supervisory and clerical per- 
sonnel is an important consideration. To 
create this condition we must maintain 
sound employe selection, training, and 
promotional policies. We must also see 
that our salary-classification plan permits 
us to retain and motivate supervisors and 
clerical employes. Turnover is costly, as 
we all know, and it is well-nigh impossi- 
ble to achieve an efficient level of office 
operations using poorly qualified, _ill- 
trained employes. 

Communications is a significant factor. 
Supervision at all levels should be aware 
of management’s plans and objectives in 
the area of cost control. Supervisors have 
a right to know what is expected of them 
in terms of cost performance, and they 
should be provided with both budget and 


actual performance information to permit 
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CONTROLLER-TREASURER 
Financial-Systems Analyst-CPA 
Corporation administrative executive offers 
top-level extensive background functioning 
with management group. Practical experience 
includes organization planning, banking rela- 
tions, acquisitions-mergers, SEC reports; devel- 
oping expansion and cost-expense reduction 
programs, analyzing and interpreting costs, 
budgets, systems and surveys, all taxes. Multi- 
plant process industries, transportation, chain 
stores, securities, real estate, financing enter- 

prises. Box 2431. 


CONTROLLER-TREASURER 
Assistant controller of old, growing $200 million 
manufacturer is seeking top responsibility in 
finance and/or accounting with medium-sized 
company. Experienced administrator for all 
office functions, EDP, acquisitions, planning. 
Member CIA. Age 44. Resume on request. Box 
2516. 


CONTROLLER 

ASSISTANT CONTROLLER 
Thirteen years’ diversified experience in con- 
troller functions plus ten years’ general ac- 
counting background. Top scholastic record. 
Seeking position with controller potential. 
Chicago area preferred. Resume on request. 
Box 2522. 
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sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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. sional 


FINANCIAL-LEGAL-ADMINISTRATIVE 


M.B.A., C.P.A. and attorney. Currently vice 
president, controller and general counsel of 
medium-sized, publicly owned industry leader, 
functioning four years at policy level. Re- 
sponsible for all financial matters including 
bank relations, customer installment and 
lease financing including organization and 
direction of captive finance company, and all 
legal matters. Experienced in long-term debt 
financing, profit planning, acquisition studies, 
consolidations, standard and job costs, divi- 
contribution techniques, cash flow 
analysis, financial reporting, taxes, credit, in- 
surance, organization planning and systems, 
shareholder relations, labor negotiations, li- 
censing and distributionship agreements. 
Good working familiarity with manufactur- 
ing and marketing problems. Four years’ 
public accounting and law practice. Member 
CIA. Age 32. $15,000-$20,000 bracket. Box 
Fb Fe 


CONTROLLER/FINANCIAL EXECUTIVE 


OFFERS—record of achievement and effec- 
tiveness. Ability to skillfully formulate and 
implement financial plans and programs which 
lead to improved profits. Professional and 
creative approach. Thorough experience in 
accounting, financial planning and control, in- 
formation systems. Degrees in accounting 
and industrial engineering. 
SEEKS—Challenging position offering op- 
portunity for individual growth development 
and advancement. Presently assistant financial 
officer major industrial corporation. Age 36, 
member CIA. Present earnings $20,000/year. 
Box 2524. ? 


their intelligent cooperation. 

Finally, are we in financial manage. 
ment devoting enough of our time to this & 
area? Are we keeping ourselves 5u ficient] 
well-informed a advances in concepts of 
organization, data processing, and man. 
agerial control to permit our exercising 
effective leadership in this regard? 


A FORMIDABLE TASK 


As this survey of the merits and limita. 
tions of currently favored control devices 
and techniques implies, no single concept 
can be expected to provide an effective 
level of clerical-cost control. While in. 
dividually the more significant of these 
devices can contribute importantly to this 
end, all carry with them inherent limita. 
tions. 

Such devices as work measurement and 
mechanization, for example, can be profit- 
ably applied only to work processes char- 
acterized by relatively large volumes and 
consistently repetitive routines. Work sim. 
plification in the broad sense has a wider 
area of application, but of itself can be 
only partially effective in reducing and 
controlling costs. Scheduling, at best, of. 
fers only limited cost relief. 

Securing a high degree of control of 
office costs is a formidable task. It can 
only be attacked successfully in a compre- 
hensive, balanced program. Such a pro- 
gram would consider all the more impor- 
tant devices which we have enumerated. It 
would apply these concepts selectively to 
accord with the operating conditions and 
needs of the particular organization. 
While the degree of emphasis placed on 
specific control devices would presumably 
vary from one situation to another, the 
successful program would incorporate cet- 
tain fundamentals. 

It would foster a suitable environment 
for effective control action in terms of 
organization, personnel policies and prac. 
tices, communications, and physical fa- 
cilities. 

It would maintain a soundly conceived 
structure of budgetary control in the area 
of clerical expenses, with a timely and in- 
formative pattern of performance repott- 
ing. 

It would seek to attain not the maximum, 
but the optimum, degree of mechaniza- 
tion, fully exploiting appropriate advances 
in hardware and integrated data-process- 
ing concepts and techniques. 

It would mount a continuing program 
of work simplification and methods im- 
provement, employing an internal staff of 
methods specialists if warranted by the 
scope of clerical operations, emphasizing 
the staffing control potential of this ac 
tivity. 

Finally, it would envisage, on the part 
of financial management, staying sufl- 
ciently well-informed of developments i 
the more significant control concepts t0 
permit the exercise of intelligent leader 
ship. 
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